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PRICE AND OUTPUT POLICY OF STATE ENTERPRISE 


A Symposium 


I 


1. In order to achieve that use of the community’s resources 
which is both the most efficient and the most in conformity with 
consumers’ wishes, they should be distributed among the various 
uses in such a way that the value of the marginal product of a 
given factor is the same in every occupation. In so far as the 
reward paid to any factor is the same in every occupation, this 
rule means that the value of the marginal product of a factor 
should, in every occupation, bear a constant ratio to the price of 
that factor. 

2. The principle that the value of the marginal product of a 
factor should be equal to the price of that factor is a special case 
of this general rule; but it is a : pecial case which, for labour at 
least, has a great deal to commend it. If labour is paid every- 
where a reward which is not merely in a constant ratio to, but 
actually equal to, the value of its marginal product, two additional 
advantages may be achieved :— 


(i) A larger proportion of the total national income will 
accrue to labour than if labour is paid everywhere a wage 
lower, by a constant proportion, than the value of its mar- 
ginal product. This will probably serve to improve the 
distribution of the national income. 

(ii) Labour has the choice between earning more income 
or enjoying more leisure. The more nearly the reward for 
an additional unit of work approaches the value of the 
marginal product of labour, the greater—it may be presumed 
—will be the welfare achieved by means of a proper balance 
between work and leisure.? 


3. How can the principle of equality between the value of the 
marginal product of a factor and its price best be achieved ? 
Where competition is technically possible, by vigorous and un- 

1 See chapter II of Part IV of the American edition (edited by C. J. Hitch) 


of my Introduction to E ic Analysis and Policy. 
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impeded competition. Much might be done by the State to 
promote such competition by removing legal enactments which 
positively promote monopolisation, by reform of the patent law 
and of company law with this end in view, and by the outlawing 
of certain forms of business practices which are primarily designed 
to restrict competition. But there are many cases where mono- 
poly is inevitable. When the scale of production necessary to 
take advantage of technical economies is large in relation to the 
market to be served, “ trust-busting ’’ must either be ineffective 
or lead to technical inefficiency. The outstanding examples of 
such cases are, of course, the public utilities. Where a community 
needs only one gas-works, or electricity station, or railway net- 
work, monopoly must obviously exist. In these cases, socialisa- 
tion in one form or another, of the industries concerned, is the 
only radical cure to ensure that they are run in such a way as to 
equate marginal costs to prices of the product produced (or the 
prices of the factors of production to the value of their marginal 
products) rather than to make a profit. 


II 


4. Recent work by economists ? has served to make it clear 
on what principles the output and use of factors by the managers 
of a socialised plant should be determined :— 


(i) Output should be increased so long as the price of the 
product exceeds the marginal (not the average) cost of 
production. 

(ii) One factor should be substituted for another so long 
as that quantity of the factor taken on, which is required to 
replace the production of a unit of the factor released, has a 
lower market price than the unit price of the factor released. 

(iii) Rules (i) and (ii) can sometimes most conveniently 
be stated as above, and sometimes most conveniently com- 
bined into the single rule that each factor should be taken on 
in greater quantity so long as the value of its marginal 
product is greater than its market price. 

(iv) Thus, as a practical set of rules for the operation of 
a particular firm, it may be best often to state (a) that more 
should be produced with a given plant and equipment, so 
long as the price of the product exceeds the marginal prime 
cost of production, and (b) that a greater amount of fixed 
capital should be invested so long as the annual interest on 
the capital plus the annual cost of repair, depreciation, etc., 


1 With, of course, certain measures of State regulation to deal with divergences 
between private and social net products of a kind that are compatible with 
perfect competition. 

2 See, in particular, Oskar Lange On the Economic Theory of Socialism. 
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is less than the price of any additional output expected from 
the investment plus the price of any existing prime factors 
which it is expected to save, minus the price of any additional 
prime factor which it is expected to take on as a result of the 
investment. 

(iv) It is taken for granted, of course, that maximum 
efficiency will be an objective throughout, in the sense that 
the maximum amount technically possible will always be 
produced from any given collection of factors of production. 


5. The fundamental difficulty of supervising State production 
is to determine whether managers of State plants are behaving 
efficiently, (a) technically in getting the maximum output from any 
given collection of factors of production, and (b) economically in 
combining factors in such proportions and producing output in 
such amount that the value of the marginal product is in each case 
brought as near as possible to the market price of the factor. 
Ex hypothesi—since the aim is equality between prices and 
marginal costs, and not between prices and average costs—the 
amount of profit or loss made is irrelevant. 

6. In those cases in which there are a large number of plants 
under different managers, producing the same product, it may be 
possible, by collecting data from every plant for every period, to 
construct production functions expressing output as a function 
of the collection of factors used. Any manager who was excep- 
tionally inefficient or exceptionally efficient technically would then 
probably stand out, since his output would not correspond to that 
derived from the production function based on average experience. 
Moreover, by working out from the production function partial 
derivatives of output in respect of each factor for different amounts 
and combinations of factors employed, some basis might be 
obtained for checking the marginal product of different factors in 
different plants. It is difficult to suggest any comparable pro- 
cedure where only one or two plants exist ; but, in such cases, it is 
doubtful whether the profit motive under private monopoly deals 
adequately with the problem. 

7. It is, however, worth pointing out one advantage which 
State production will have over private production in this respect. 


1 It might, at first sight, appear inconsistent with the argument to assume 
that there could be a large number of socialised plants producing the same 
product, since the argument for socialisation rests upon the necessity of monopoly 
for technical reasons. There is, however, no contradiction. Because of the costs 
of transport of the product, there may need to be local monopolies; but the 
conditions of production in the various localities may be sufficiently similar to 
make comparisons of costs, etc., useful. Thus, for example, cost and output 
data might be compared for a large number of local gasworks. 
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The task of the manager of a State plant is in two respects simpler 
than that of a manager of a private plant; for the object of the 
former is to equate the price of the product to the cost of the 
marginal factors involved in its production, while that of the latter 
is to equate the marginal revenue derived from the product with 
the marginal cost of its production. The State manager need 
not consider the market questions—how much his extra sales will 
depress the price of his product and how much his extra purchase 
of factors will raise their prices; the private manager has to con- 
sider both these market questions in addition to all the other 
questions which the State manager must take into account. 
Thus :— 


(i) both managers must consider their technical efficiency, 
i.e., methods of producing the maximum amount from any 
given collection of factors ; 

(ii) both managers must consider the marginal pro- 
ductivity of the various factors, i.e., the additional output to 
be obtained from the use of an additional unit of the factor; 

(iii) the State manager’s job is then done, since he has 
now only to compare the market price of this additional 
output with the market price of the additional factors; 
but 

(iv) the private manager must proceed next to consider 
the marginal revenue to be derived from the sale of the 
additional product, which depends upon the effect which his 
additional sales will have in depressing the market; and 

(v) he must also consider the effect which his additional 
purchase of the factor may have in hardening the market 
against him, before he is ready to compare marginal revenue 
with marginal cost. 


III 


8. The rules mentioned in the preceding paragraphs would 
probably serve adequately to cover all the main problems except 
that of a large new investment either for the production of a 
completely new product, or for the production of an old product 
in @ new area (e.g., a new electrical generating plant), or—possibly 
—for a very large new investment increasing very substantially 
the total output of an existing product. In such cases, however, 
we cannot make the “ atomistic’ assumption that we have to 
deal only with changes at the margin where (i) the effect upon 
the total output of the product in question is not appreciable, 
and (ii) the effect upon the total amount of factors left for employ- 
ment in any other particular alternative occupation is not appre- 
ciable. The former condition would justify the assumption that 
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the price of the product measures the addition to utility due to its 
production, and the latter the assumption that the price of the 
factor concerned measures the loss of utility due to the contraction 
of output in the industries from which it is withdrawn. 

9. In the exceptional cases, however, one cannot afford to 
neglect the consumers’ surplus involved in the additional product. 
In order to evaluate the gain to consumers of the additional 
product, one needs to integrate the area under the relevant range 
of the demand curve for the product in question. This needs to be 
compared with the value to consumers of the output which is 
sacrificed in the alternative occupations open to the factors 
involved. If these factors can be abstracted at the margin from 
a number of different alternative uses, it will be sufficient to com- 
pare the area under the demand curve in the new industry with 
the price of the factors involved. If, however, it involves the 
abstraction of factors in a lump, on a substantial scale, from some 
other particular industry, it becomes necessary to compare the 
area under the demand curve in the new industry with the area 
under the relevant range of the demand curve in the industry or 
industries from which the factors are to be abstracted. 

10. Unfortunately, all this must remain a matter of con- 
siderable numerical imprecision. While the rules for determining 
relatively small variations in output may be made sufficiently 
precise to use as actual working rules, the decision whether or not 
to make a large new investment must be based upon rules which, 
though logically watertight, are of extreme difficulty to apply 
accurately in practice. One thing, however, is clear. The issue 
does not depend upon whether the new plant has a prospect of 
making a profit or avoiding a loss. In other words, it has nothing 
to do with the question whether at any output of the new plant 
the consumers will offer a price which covers the average cost of 
production. It depends, on the contrary, upon whether the 
total area under the consumers’ demand curve in the new plant 
does or does not exceed the total areas under the relevant portions 
of the demand curves for the various goods, from the production 
of which the necessary factors of production are to be abstracted. 


IV 


11. These rules for the operation of socialised industries are 
by now more or less generally accepted by technical economists. 
But certain results of these rules are less familiar. Their budgetary 
implications are most striking. The principle is to socialise just 
those industries in which considerable economies of large-scale 
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production may be enjoyed (i.e., precisely those industries in 
which the marginal cost is below the average cost) and to operate 
these industries in such a way that the price charged for the 
product is equal to its marginal cost (7.e., in such a way that a loss 
is made). This involves doing away with the principle of “‘ charg- 
ing what the traffic will bear” in the operation of the railways or 
in the sale of electric current, and charging only the marginal cost 
of the provision of these services. The previous owners having 
presumably been fully compensated will receive interest on capital 
now operated in such a way that a considerable loss is made 
upon it. 

12. Nor is it possible to take comfort in the belief that these 
losses will necessarily be exceptional. I have argued at length 
elsewhere 1 that if a community’s population is of the size which 
maximises income per head, the value of the marginal product of 
labour over the whole range of industries and occupations;will be 
equal to the average product of labour, and in this case the pay- 
ment of a wage equal to the marginal product of labour would 
absorb the whole of the national income. In terms of our present 
problem, this would mean that the actual losses made in the social- 
ised ‘‘ increasing returns ”’ industries, due to charging a price for 
the product no greater than its marginal cost of production, would 
just be covered by what profits were still made in socialised 
industries where “ increasing returns ”’ were less marked or in 
competitive industries in which “ increasing returns” did not 
play an appreciable part and in which a full return on land and 
capital was accordingly still being earned. 

13. The rules for operating socialised industries may thus 
involve losses commensurate with the total income earned on 
property in other sectors of the economy.” To raise taxation on 
a scale which will cover defence, social security and the normal 
expenses of government as well as the losses to be contemplated in 
socialised industries would involve ‘‘ announcement” effects 
which even the most sanguine might hesitate to neglect. Even 
if the necessary funds could be raised by, for example, a propor- 
tionate income tax, the rate of tax might well be high enough 


1 See Chapter II of Part IV of my Introduction to Economic Analysis and 
Policy. 

? This has not always been fully realised by writers on this subject. Thus, 
Lange (op. cit., pp. 74-75, 84) discusses the way in which the income earned in 
socialised industries may be distributed among consumers or used for corporate 
savings without recognising that, far from any net profit being realised, the net 
losses made in socialised industries might even absorb all the profits made in 
competitive industries, where he allows (op. cit., pp. 120 and 125) private enter- 
prise and private property to continue. ’ 
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seriously to interfere with the achievement of the best balance 
between work and leisure, to which reference has been made in 
paragraph 2 (ii) above. 

14. The socialisation of “increasing returns ’’ industries is, 
for these reasons, best accompanied by some measure of public 
ownership of property. A capital levy, or similar measure, 
which transfers property to State ownership, permits either the 
cancellation of debt (whether or not it has occurred in the past 
purchase of socialised industries) or State investment of funds in 
privately operated concerns. In the former case, it removes a 
current interest charge from the State’s expenditure, and in the 
latter it provides for the State a current income without the 
unfavourable announcement effects of high rates of taxation. 
In a community which starts with a large national debt, such a 
principle can, in fact, be carried a long way before it raises any 
problems associated with State ownership of privately operated 
capital. But in such a community State operation of “ increasing 
returns ”’ industries may, through the excessive charge which it 
would impose on the tax revenue, do more harm than good unless 
it is accompanied by some extension of the principle of State 
ownership of property. 


b 


V 

15. There are two incidental advantages to be derived from 
the socialisation of ‘increasing returns”’ industries and their 
operation on the above mentioned principles. 

16. First, it would open up a large new range for capital 
investment, and this, in an economy otherwise threatened with 
large-scale unemployment, might appreciably aid in the main- 
tenance of economic activity. In a socialised plant new invest- 
ment will be undertaken so long as the price of the additional 
output (and not the marginal revenue derived from it) represents 
a return on the cost of the investment greater than the ruling 
rate of interest. Moreover, in determining whether an entirely 
new plant should be set up, criteria should be observed (as is 
argued in paragraphs 8-10 above) which, in many cases, will 
justify the investment, although a loss is bound to be realised on 
it. For both these reasons, the application of the current prin- 
ciples of pricing to socialised industries should justify much 
economically productive capital investment which private enter- 
prise could never undertake. 

17. Secondly, these principles of pricing in socialised indus- 
tries involve a shift of income from profits to wages—a shift 
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which, in the case of an optimum population, would involve the 
distribution of the whole national income in wages. Such a 
shift will be brought about by bringing down to the marginal cost 
of production the prices charged for the products of the socialised 
industries, without reducing money wages at the same time. 
Such a shift of income from profits to wages would probably 
lead to a more equal distribution as between persons. 
J. E. MEADE 
London. 


COMMENT 
I 


1. Mr. Meade’s statement of the principles which should 
govern the price and output policy of a state-controlled enterprise, 
though possibly a little over-simplified, is not, I think, open to 
serious objection. Indeed, one only wishes that they com- 
manded a wider measure of understanding and acceptance outside 
the narrow ranks of the economists. Where I differ from him, 
however, is in attaching greater importance to the administrative, 
and less to the financial difficulties involved in applying these 
principles. 

2. In paragraph 4 of his article, Mr. Meade formulates accept- 
ably the conditions for “ optimising ” inputs and outputs where 
the associated variations of input and/or output can be made very 
small by comparison with the total turnover in the factor- and 
product-markets concerned.1 Where, however, by reason of the 
indivisibility of the units of input or output, relatively large 
associated variations of input and/or output have to be con- 
sidered, one can no longer determine optimal behaviour by simply 
comparing marginal rates of substitution with relative prices. 

3. For example, if the problem is to determine whether or 
not a public undertaking should expand output by an amount 
which is significantly large in relation either to product- or to 
factor-markets, it will be impossible to apply the criterion that 
the marginal cost must not exceed product price, i.e., that the fac- 

1 Even in these cases the principles have to be applied with certain common- 
sense modifications to maintain a measure of price stability. A strict application 
would lead to an intolerable fluctuation of prices. For example, unless one 
were a season-ticket holder, one might not know how much one had to pay for 
one’s ticket in a train or tram until one got to the station! It is worth while, in 
order to facilitate the planning of expenditure by one’s customers, to introduce 
some stability into selling prices, even at the cost of maintaining them a little 
above the optimal level, and even at the cost of a little surplus capacity. 


Similarly, it is better to pay wages which are slightly too low than wages which 
fluctuate like a fever chart. 
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tor cost per unit of additional output must not exceed the unit 


price of the product relative to the unit price of the factors. If 
the managers of the undertaking apply this criterion in terms of 
the prices existing prior to the contemplated expansion of output, 
they will be unduly predisposed to expand output. If they 
calculate in terms of the less favourable prices expected to exist 
after the contemplated change, they will be unduly biassed against 
expansion. The right course is to value the increment of output 
at the price expected to prevail after the change plus the surplus 
accruing from the fall in product prices to consumers of the 
increment of output; and to value the increment of factor cost 
at the factor prices prevailing after the change less the surplus 
accruing from the rise in factor prices to the owners of the addi- 
tional factors required to produce the increment of output. 

4. In paragraphs 8-10, Mr. Meade gives some attention to this 
case, but he neglects the producers’ surpluses (which may often 
be more important than the consumers’ surpluses), and he greatly 
exaggerates the exceptional character of the circumstances in 
which such surpluses would have to be taken into account. He 
says that the ordinary “ marginal ”’ rules would “ probably serve 
adequately to cover all the main problems except that of a large 
new investment either for the production of a completely new 
product, or for the production of an old product in a new area 
(e.g., a new electric generator plant) or—possibly—for a very 
zerge new investment increasing very substantially the total out- 
put of an existing product.” This is surely wrong. Almost 
every enterprise socialised on the grounds advocated by Mr. 
Meade will find the ordinary rules inapplicable to certain of its 
large inputs. The question of socialisation in order to secure 
proper pricing and output policy will only arise in cases where the 
size of the optimal plant in relation to markets is such that there 
is a significant difference between profit at optimal output and 
that same profit plus all consumers and producers surpluses. It 
is only because there is such a significant difference that there is an 
opportunity of making monopoly profits by restricting output, 
and that the enterprise or industry cannot be left in private 
hands. Therefore, in all such cases, the question of setting up a 
new plant, or even of substantially extending an old plant, will 
necessitate taking account of such surpluses. 


II 


5. Having agreed—for Mr. Meade would probably not dispute 
the foregoing propositions—on the abstract criteria of price- and 
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which, in the case of an optimum population, would involve the 
distribution of the whole national income in wages. Such a 
shift will be brought about by bringing down to the marginal cost 
of production the prices charged for the products of the socialised 
industries, without reducing money wages at the same time. 
Such a shift of income from profits to wages would probably 
lead to a more equal distribution as between persons. 
J. E. MEADE 
London. 


COMMENT 
I 


1. Mr. Meade’s statement of the principles which should 
govern the price and output policy of a state-controlled enterprise, 
though possibly a little over-simplified, is not, I think, open to 
serious objection. Indeed, one only wishes that they com- 
manded a wider measure of understanding and acceptance outside 
the narrow ranks of the economists. Where I differ from him, 
however, is in attaching greater importance to the administrative, 
and less to the financial difficulties involved in applying these 
principles. 

2. In paragraph 4 of his article, Mr. Meade formulates accept- 
ably the conditions for “ optimising ’’ inputs and outputs where 
the associated variations of input and/or output can be made very 
small by comparison with the total turnover in the factor- and 
product-markets concerned. Where, however, by reason of the 
indivisibility of the units of input or output, relatively large 
associated variations of input and/or output have to be con- 
sidered, one can no longer determine optimal behaviour by simply 
comparing marginal rates of substitution with relative prices. 

3. For example, if the problem is to determine whether or 
not a public undertaking should expand output by an amount 
which is significantly large in relation either to product- or to 
factor-markets, it will be impossible to apply the criterion that 
the marginal cost must not exceed product price, i.e., that the fac- 

1 Even in these cases the principles have to be applied with certain common- 
sense modifications to maintain a measure of price stability. A strict application 
would lead to an intolerable fluctuation of prices. For example, unless one 
were a season-ticket holder, one might not know how much one had to pay for 
one’s ticket in a train or tram until one got to the station! It is worth while, in 
order to facilitate the planning of expenditure by one’s customers, to introduce 
some stability into selling prices, even at the cost of maintaining them a little 
above the optimal level, and even at the cost of a little surplus capacity. 


Similarly, it is better to pay wages which are slightly too low than wages which 
fluctuate like a fever chart. 
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tor cost per unit of additional output must not exceed the unit 
price of the product relative to the unit price of the factors. If 
the managers of the undertaking apply this criterion in terms of 
the prices existing prior to the contemplated expansion of output, 
they will be unduly predisposed to expand output. If they 
calculate in terms of the less favourable prices expected to exist 
after the contemplated change, they will be unduly biassed against 
expansion. The right course is to value the increment of output 
at the price expected to prevail after the change plus the surplus 
accruing from the fall in product prices to consumers of the 
increment of output; and to value the increment of factor cost 
at the factor prices prevailing after the change less the surplus 
accruing from the rise in factor prices to the owners of the addi- 
tional factors required to produce the increment of output. 

4. In paragraphs 8-10, Mr. Meade gives some attention to this 
case, but he neglects the producers’ surpluses (which may often 
be more important than the consumers’ surpluses), and he greatly 
exaggerates the exceptional character of the circumstances in 
which such surpluses would have to be taken into account. He 
says that the ordinary “‘ marginal ” rules would “ probably serve 
adequately to cover all the main problems except that of a large 
new investment either for the production of a completely new 
product, or for the production of an old product in a new area 
(e.g., @ new electric generator plant) or—possibly—for a very 
large new investment increasing very substantially the total out- 
put of an existing product.” This is surely wrong. Almost 
every enterprise socialised on the grounds advocated by Mr. 
Meade will find the ordinary rules inapplicable to certain of its 
large inputs. The question of socialisation in order to secure 
proper pricing and output policy will only arise in cases where the 
size of the optimal plant in relation to markets is such that there 
is a significant difference between profit at optimal output and 
that same profit plus all consumers and producers surpluses. It 
is only because there is such a significant difference that there is an 
opportunity of making monopoly profits by restricting output, 
and that the enterprise or industry cannot be left in private 
hands. Therefore, in all such cases, the question of setting up a 
new plant, or even of substantially extending an old plant, will 
necessitate taking account of such surpluses. 


II 


5. Having agreed—for Mr. Meade would probably not dispute 
the foregoing propositions—on the abstract criteria of price- and 
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output-policy appropriate to a public enterprise, let us consider 
some of the practical difficulties and implications, beginning with 
those to which Mr. Meade attaches the greatest importance— 
viz., the budgetary implications. It is clear that if enterprises 
which have previously been run on monopolistic lines, with a view 
to making the maximal profit, are taken over by public authori- 
ties and run on the lines advocated by Mr. Meade, the profit 
earned will diminish, and, if full compensation has been paid to 
the previous owners, the difference will have to be met from the 
public purse. This will happen whether increasing, constant, or 
diminishing returns prevail in the undertakings in question. 

6. Mr. Meade, however, seems to regard it as a circumstance 
particularly unpropitious from the financial point of view that 
undertakings socialised in order to secure optimal behaviour will, 
as he asserts, operate under conditions of increasing returns (in 
the sense of diminishing factor cost per unit of output). I doubt 
whether this assertion is either true or relevant. 

7. Socialisation, of the type Mr. Meade is considering, comes 
into question only when it is impossible to secure genuine com- 
petition between units of optimal size. This will occur when the 
production units are so large, relative to the product and factor 
markets concerned, that it would be impossible, by trust-busting, 
etc., to create a sufficient number of firms to secure competition 
without making production units too small. Under such con- 
ditions it will probably be the case that to set up, and operate in 
optimal fashion a single additional plant, will so depress product 
prices and enhance factor prices as substantially to reduce the 
profit earned by the additional plant below the level which it 
would have attained if prices had been unaffected. We saw. in 
paragraphs 3 and 4, that in such circumstances it may be right to 
build an additional plant if the profit at “ previous ”’ prices is 
substantially in excess of the capital cost, even if profit at “ sub- 
sequent ” prices fails to cover the cost. In this case, the additional 
plant (and all similar plants in the same industry) will work 
under conditions of increasing returns or diminishing average 
cost. But is not another outcome equally possible? It may be 
right to refrain from building an additional plant if the pros- 
pective profit at ‘‘ subsequent ”’ prices is substantially below the 
capital cost, even though prospective profit at “‘ previous ”’ prices 


: Profit < capital cost 

‘, revenue < total cost 
product price < average cost 
marginal cost < average cost 
average cost is declining. 
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somewhat exceeds the capital cost. In this case the remaining 
plants in the industry, of a type similar to the additional plant 
which is just not worth while building, will work under conditions 
of diminishing returns, and will therefore make large profits. 
Prima facie, therefore, in the absence of precise knowledge 
regarding the demand and cost conditions in the actual industries 
and undertakings ripe for socialisation, it appears just as likely 
that socialised undertakings will work under diminishing as under 
increasing returns. On the average, therefore, they will probably 
make much the same rate of profits (abstracting from considera- 
tions of risk, etc.) as prevails in the competitive sector of private 
industry, where, of course, constant returns is the rule. 

8. Even if Mr. Meade were justified in assuming that his 
socialised undertakings would operate under increasing returns, 
the bearing of this on the financial problem of socialisation 
would be at best very indirect. It is true that in such circum- 
stances the undertakings would have to be run at a loss (in the 
sense of failing to cover their capital cost, failing to make a normal 
profit). What matters, however, in the present context is not the 
level of profits after socialisation, but the decline in profits as 
compared with the previous level. This, however, is affected not 
by the slope of the average cost curve, but by the slope of the 
marginal cost curve over the range of output extending between 
monopoly output and optimal output. It can be shown that the 
more negatively inclined the marginal cost curve over this range 
of output the greater will be the disparity between monopoly 
profits and optimal profits.1_ I would not, of course, deny ‘that 
there is a certain correlation between the slope of the marginal cost 
curve between monopoly and optimal output and the slope of the 
average cost curve at optimal output, and that if one were assured 


1 Take the case where the demand curve is linear, and the supply curve of the 
factors is infinitely elastic. 
Then, if R = revenue, 
O = output, 
C = cost (at constant factor prices), 
X = the loss involved in moving from the maximal profit position to 
the optimal position, 
a, b, a, B, S, are constants, 
and if the values of the variables at the maximal profit position, and the optimal 
position, are indicated by suffixes m and o respectively ; 


Let R = a0 — 60°. 

: dR , R 
Then marginal revenue = > Tada 2b0 and product price = o=4- b0. 
Let C =S + a(O — O,,) + B(O — O,,)? where O is not < O,,. 


Then marginal cost = oo =a + 28(0 — 0,). 
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that, in socialised undertakings, average cost at optimal output was 
always declining, one would expect the disparity between monopoly 
profit and optimal ’profit to be greater than if increasing average 
cost had been the rule. But the connection is indirect and uncer- 
tain. In any event, there is, as we have seen, no particular reason 
to expect the average cost curve in socialised undertakings to be 
falling rather than rising, nor is there any particular reason why 
the slope of the marginal cost curve in such undertakings should 
as a rule be less positive than in other undertakings. 

9. Whatever bearing the shape of the cost curves may 
have on the magnitude of the disparity between monopoly profits 
and optimum profits, it is indisputable that some disparity will 
exist, and will constitute a burden on the Exchequer. The 
seriousness of a financial burden of this sort consists in the adverse 
effects on productive incentives and on the distribution of income 


4. 





At the maximal profit position, 


dR _ dn 
d0,,  dO,, 
6 6 See 


= 
At the optimal position, 


R, _ dC, 
Oy GO, 
_a—a-+ 2£0,, 
ee 0, = b+ 2p 
Substituting for a — a 
ie 20,,(6 + B) 
. ae i 
, b0,, : Pee bs — 
(Since O, — O,, = b+ 2p = @ quantity which is positive for positive values 


of O,, it is legitimate to determine optimal output with the aid of a cost 
equation applicable only to outputs in excess of O,,.) 
Now the loss involved in moving from the maximal profit position to the 
optimal position = X 
= R, — Ry —Cy + Co 
= a0,, — bO,,2 — a0, + 60,” + a(O, — On) + B(Oo — Om)? 
._ ¢— 2+ 
4(b +28)? 

Now, suppose that £ varies (O,, of course remaining constant). When B = «, 
X=zero. As f falls, X rises, until, as 8 —> —}b, X——> ». (f can never fall 
below —}b.) In words, the loss involved in moving from the maximal profit 
position to the optimal position varies inversely with the slope of the marginal 
cost curve for outputs exceeding monopoly output. 

Similarly, it can be shown that, when the supply curve of a factor is linear, the 
demand curve of the product infinitely elastic, and the supply curves of any other 
factors also infinitely elastic, the loss involved in moving from the maximal profit 
position to the optimal position varies directly with the slope of the marginal 
product curve for inputs exceeding monopsony input. 
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to which it may give rise. What these effects are will depend on 
how the money to meet the deficit is raised. In the present case 
it appears likely that if the most appropriate method of financing 
the loss arising out of socialisation is followed, the effect will be 
to annul some, but not all, of the benefits which, as Mr. Meade 
explains in paragraphs 1 to 4 of his article, would otherwise result 
from the policy of socialisation. 

10. Suppose, first, that the loss is financed out of a tax levied 
on the product of the socialised undertakings. The effect in this 
case is entirely to annul the benefits of socialisation. The under- 
taking on being socialised will be run at the same output as for- 
merly; what was previously a disparity between price and 
marginal cost will now be called a tax, and what was formerly 
monopoly profit will accrue to the Exchequer as the proceeds of 
the tax and will be used to pay compensation to the former 
owners for the loss of their monopoly revenue. 

11. Suppose next, that the tax, instead of being levied on 
the produce of the socialised undertakings, is levied ad valorem 
on output generally. The effect of this change will be to restore 
one of the most important—in fact the most important—of the 
benefits for which the socialisation was undertaken, in that it will 
correct the mal-distribution of resources as between the different 
branches of industry which resulted from the inequality in the 
ratio of marginal cost to price in the different branches. The 
other benefits, however, which it was expected that socialisation 
would bring—the increase in the proportion of national income 
accruing to labour, the raising of the incentive to work to its 
appropriate level—will be annulled, for the reason that, on the 
average of all industries, the gap between marginal cost and price 
will remain as great as ever. 

12. There are many other ways in which the loss could be 
financed, by an increased income tax, or death duty, by a tax on 
capital, by a reduction in public expenditure, etc. This is not 
the place to enquire into their relative merits or demerits in 
respect of effect on income distribution, on incentive to invest, on 
propensity to consume, on incentive to work, etc. One general 
observation can, however, be made on each and every one of them 
regarded as an alternative to a general indirect tax. If it is right, 
after the socialisation, to finance the losses resulting from the 
socialisation by method x rather than by a general indirect tax, 
it would have been right before the socialisation to raise money 
by method z in order to finance a general subsidy on output. 
The only benefit, therefore, which is properly attributable to the 
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socialisation is that of an improved inter-industrial distribution of 
resources. Any other benefits which may accrue from the fact 
that the socialisation is financed by some other way than by a 
general indirect tax, could have been obtained by appropriate 
fiscal measures, without the socialisation. 

13. It might perhaps be surmised that a similar objection 
could be advanced against the sole remaining virtue which, in 
paragraph 11 above, is still attributed to socialisation—viz., that 
it enables the mal-distribution of resources between different 
industries to be corrected. Could not the same result be equally 
well achieved without socialisation by a combination of a subsidy 
on goods produced under monopolistic conditions and a tax on 
goods produced under competitive conditions? The answer is 
that once the monopolistic industries have been socialised and 
are being managed according to correct principles, it becomes 
possible to reduce the “ tax” formerly imposed on their products by 
the monopolist owners and increase the tax on products produced 
by private enterprise under competitive conditions, without un- 
toward effects on the distribution of income. Whereas a policy of 
subsidising goods produced by private monopolies and taxing other 
goods would have the effect of expanding the share of monopoly 
profits in the nationalincome. In addition, of course, it would pro- 
vide a very undesirable incentive to adopt monopolistic practices. 

14. It follows from what has been said in the foregoing 
paragraphs that Mr. Meade is mistaken in believing that socialisa- 
tion, with its concomitant increase in taxation, provides any 
additional argument for the State’s taking heroic steps to reduce 
its indebtedness or acquire property. No doubt it would be very 
gratifying if the State could painlessly acquire a property income 
which could then be used to relieve taxation. But this cannot be 
done except by achieving a budget surplus, which is never a painless 
procedure. Ifa large surplus is aimed at, such as would probably 
be required in order to offset the capitalised value of the losses 
involved in socialising a substantial sector of industry, it could 
probably only be achieved by resort to a capital tax or levy. 
But such a levy, particularly if it is expected to be repeated at 
irregular intervals, has many unfortunate effects on incentive 
and the distribution of income. In order to decide whether it is 
worth while, it is necessary to balance the marginal disadvantages 
of a levy on capital now against the marginal advantages of the 
permanent reduction in general taxation which would thereby be 
made possible. Now, a combination of socialisation of the type 
under discussion plus a general indirect tax on output has, as we 
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have seen, no net effects on incentive or income distribution, 
favourable or unfavourable, except that of removing barriers to 
an optimum inter-industrial distribution of resources. The 
marginal disadvantages of a capital levy are in no wise diminished, 
nor are the marginal disadvantages of current taxation in any 
way increased. The desirability of socialisation to eliminate 
monopoly has therefore no bearing on the case for or against a 
capital levy, or (more generally) for or against budgeting for a 
surplus. 


IIT 


15. While I am less impressed than Mr. Meade by the financial 
difficulties involved in the application of criteria of optimal 
production and pricing by public undertakings, I am more 
impressed than he is by the difficulty of securing efficient manage- 
ment under these conditions. In the first place, I do not agree 
that, given good-will, the task of a manager of a State plant run 
on the optimal principles is significantly simpler than that of the 
manager of a private plant or of a State plant run on the lines of a 
private monopoly. Mr. Meade says that the State manager, 
unlike the private manager, is dispensed from considering how 
much extra output would depress the price of his product and 
raise the price of his factors. But this is only true if the State 
manager sets out to find his optimal position by a process of 
random trial and error. If he tries to cut short this process— 
and since, in reality, the optimal position is always changing, he 
ought to try to cut it short—he must guess how much a given 
expansion of output will affect product and factor prices, since 
he has to equate marginal factor cost with the ratio of product to 
factor prices. Much the same is true of the private manager. 
He can find the output corresponding to maximum profit by trial 
and error, but if he wishes to cut short the process, he must guess 
at the relationship between output and prices. Whatever may 
be the relative difficulty of the problems confronting State and 
private managers in deciding on the scale of operation of existing 
plants, it is clear, from what has been said in paragraph 4 above, 
that when it comes to deciding whether or not to set up an addi- 
tional plant there is nothing to choose between the difficulties 
confronting State and private enterprise respectively. 

16. Secondly, and more important, the application of the 
principles of optimisation will make it more difficult to weed out 
the inefficient managers than it is when the enterprises are run 
for profit. Admittedly, it is just as difficult for an outsider to 
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estimate the precise efficiency of the management in the one case 
as in the other. But in the latter case the level of profits is at any 
rate a rough-and-ready index of managerial efficiency, whereas 
in the former case it is no guide at all. This for two reasons. A 
lowering of the cost curve, reflecting technical efficiency of manage- 
ment, will raise monopoly profits by much more than profits at 
optimal output. The latter, indeed, may not be affected at all. 
In the second place, the manager of a plant which purports to be 
run on optimal lines can easily cover up any shortfall of profits 
due to his technical inefficiency by slightly restricting output. 

17. Mr. Meade suggests that it would be possible for someone 
at the centre to obtain, by means of comparative statistics, an 
accurate and up-to-date idea of the technical production functions 
of the various plants in a socialised industry. Ifthis were possible, 
it would certainly facilitate the task of weeding out inefficient 
managers. But, of course, the same methods of control would 
be applicable to a socialised industry run for profit, so that the 
relative advantage of running such an industry-on the maximal 
profit principle rather than the optimal principle, in respect of the 
elimination of inefficient managers, though it would be reduced 
to vanishing point, would, at any rate, not be reversed.1 In 
most cases, however, these methods of central control by statistics 
would prove themselves to be unsatisfactory. It is just because 
different plants have different production functions (“ special 
circumstances ’’) which cannot be fully comprehended at the 
centre, that it is necessary for private combines (and will probably 
be necessary for socialised industries) to devolve a good deal of 
initiative on the managers of individual plants. 

18. More serious than the difficulty of weeding out inefficient 
managers is that of providing managers, 30 long as they are main- 
tained in their functions with an adequate incentive to effort and 
efficiency. Where the enterprise is run for profit, such an incen- 
tive can be provided partly by the fear of being replaced and partly 
by making managerial remuneration vary with profits of the firm. 
Now the first incentive will, as we have seen, apply somewhat less 
effectively to the manager of an enterprise run on the optimal 
principles than to the manager of one run for profit. In any case, 
dismissal is a drastic and exceptional remedy for inefficiency. The 
lack of a gentler but more persistent and finely modulated pressure 





1 Mr. Meade’s point may count as an argument for the superior efficiency of 
public over private enterprise as such, when both are conducted according to the 
same principles. But this is a question with which we are (happily) not concerned 
here. 
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in the direction of efficient management is, therefore, a serious 
drawback. 

19, What is the upshot of the argument? We have found that 
the socialisation of monopolistic or oligopolistic undertakings, 
accompanied by compensation, and followed by the application of 
the accepted criteria of optimal output and price policy, will 
result in an improvement in the inter-industrial distribution of 
resources, but it is also likely to result in a lower technical efficiency 
of production in the industries directly affected than could have 
been attained had the undertakings been run for profit. From 
this two consequences follow : (1) Where there is a choice between 
securing the application of the desired criteria by direct instruc- 
tions to the managers or by the restoration of competitive con- 
ditions, the latter policy should have a measure of preference even 
at the cost of some reduction in the unit of management below 
the optimal size. This implies giving a measure of preference to 
“ trust-busting ’’ and other anti-restrictionist measures over 
socialisation as a means of coping with monopoly, unless there is 
reason to believe public enterprise more efficient than private, 
even where an industry is competitive. (Incidently, if anti- 
monopoly measures of the trust-busting type can be carried 
through without the payment of compensation to the monopolists 
additional advantages arise, particularly an improvement in the 
incentive to work.) (2) Even where the restoration of competition 
is impossible industries should be managed in accordance with the 
principles of optimal production only in cases where the avoidance 
of monopolistic restriction of output with a given technique is more 
important than the preservation of the maximum incentive to 


maintain technical efficiency and progress. 
J. M. FLemiIne 
London. 


REJOINDER 


1. Mr. Fleming doubts whether the assertion that financial 
losses will be made in socialised industries is either true or relevant. 
As to its truth, he argues that the average cost in socialised 
industries is just as likely to be rising as falling. His argument is 
based upon considerations of the discontinuity of cost curves of 
which I had failed to take account. There is, however, still, in 
my opinion, a presumption that decreasing costs will be more 
frequent than rising costs. A large number of cases probably 
exist (e.g. transport, public utilities, and industries where the cost 


of transport of the product from one local market to another is 
Nos. 215-16.—vot. Liv, Z 
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high) where there is room only for a single plant in a local market. 
In these cases, decreasing costs alone will operate up to the 
optimum output of such a single plant. Between this output 
and the output of many plants of optimum size—in spite of inter- 
mediate ups and downs at the points at which new plant is 
introduced—there will be no net change in average cost, unless 
there are economies of large-scale production external to the 
individual plant. Over this range, there is no net rise or fall in 
average cost, while up to this point there will be only falling costs. 
As Mr. Fleming has pointed out to me, this is not conclusive proof 
that falling costs (and losses) are more probable than rising costs 
(and profits) at the points of intersection of the demand curve and 
the marginal cost curve. But to me, at least, it suggests a strong 
probability that on further examination this will be found to be 
the case. 

2. The probability of decreasing costs is reinforced if allowance 
is made—as it should be made—for economies of large-scale 
production external to the individual plant. In this case, the 
average cost of the optimum output from a plant of optimum size 
will be lower when there is a large number of such plants than 
when there is only one. This is a second reason for expecting 
socialised industries to be operating under decreasing rather than 
increasing costs. 

3. As Mr. Fleming himself points out, even when plants are 
operating under increasing average cost, optimal profits will be 
less than monopoly profits, so that even in these cases the financial 
problem exists if full compensation has been paid to the owners 
when the industry was socialised. 

4. As to the relevance of the financial consideration, Mr. 
Fleming points out that my argument for the State ownership of 
property was not properly grounded. Without the further 
extension of State ownership of property, the financing of losses 
in socialised industries will not necessarily worsen the distribution 
of income and the incentive to work, since such losses could be 
financed by indirect taxation without any net adverse effects in 
these respects. State ownership of property should rather be 
regarded as a means (which could be adopted independently of the 
socialisation of “increasing returns” industries) for positively 
improving the distribution of income and the incentive to work. 
Mr. Fleming’s criticism is correct; but I remain unrepentant in 
my conclusion, since I am prepared to kill more than one bird 
with a single stone. The socialisation of “ increasing returns ” 
industries can improve the inter-industrial distribution of resources 
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without further State ownership of property ; but the full improve- 
ments which it might also bring to the distribution of income 
and the incentive to work cannot, I still maintain, be enjoyed 
without such extension of State ownership. 

5. Finally, in paragraph 15 of his comment, Mr. Fleming has 
overlooked the central point which it was my intention to make. 
Given that State managers and private enterprise managers both 
know (i) the prices of the factors, (ii) the prices of the products, 
and (iii) the marginal physical products of the factors, then the 
State manager will, and the private enterprise manager will not, 
know whether more or less of any factor should be employed. 
True, the State manager will not yet know how much more or less 
to employ, but—unlike the private enterprise manager—he will 


at least know in which direction he should move. 
J. E. MEADE 
London. 














THE FUTURE OF INTEREST RATES 


In any consideration of the finance of post-war reconstruction 
the future of interest rates must occupy a position of cardinal 
importance. We cannot expect to emerge from the war with a 
national debt of less than twenty thousand millions, and the final 
figure may well be considerably higher. Much of this is in short- 
and medium-term loans, so the effect of a rise in rates would be 
quickly felt by the Exchequer. A rise of 1% in the average rate 
on the whole debt would cost the Exchequer over £200 million a 
year, a sum roughly equivalent to the combined cost of the 
Beveridge Plan and the new Education Act. Equally important 
will be the effect of interest rates on our post-war housing problem. 
On a £700 house, with amortisation spread over thirty years, the 
difference between borrowing at 3% and at 4% would make a 
difference of 1s. 10d. a week in rent. These are only two of many 
examples of the ways in whith the level of. interest rates will 
affect our future plans and their execution. The purpose of this 
article is not to multiply such examples, but to examine the 
behaviour of interest rates in the past, in the hope that this will 
throw some light on what may happen in the future. 

In this piece of recent history there are two points which call 
for explanation—the very low rates of this war as compared with 
the last, and the unprecedented gap between short- and long- 
term rates, which has recently made its appearance. The follow- 
ing table will illustrate both these points. 





Average Rate 








Period. ——- Le ag of Discount 
on vonso!ls. | (3 mths. bills). 
1849-1909 3-0 3-2 
1910-1914 | 3-3 3-4 
1915-1918 ; ; re 4:3 4:3 
1919-1921 ! f ‘ 5 5-1 
1922-1931 s . : | 45 3-8 
1932-1938 | 3-3 0-8 
1939-1943 | 3-1 1-0! 








1 The figures for 1849-1938 are from, ‘“‘ The Short Term Rate and the Long 
Term Rate,” by M. Kalecki, in Oxford Economic Papers, September 1940. 


For at least sixty years before the last war, discount rate and 
the long-term rate on fixed-interest securities (when both were 













carvers we wow || -_- Ff = 


= WT Bee "Ss SF wae 











DEC. 1944] THE FUTURE OF INTEREST RATES 341 


averaged over a number of years) moved very closely together. 
During this period market rate of discount was actually, on an 
average, rather higher than the yield on consols. For the five 
years immediately before the war, the long-term rate averaged 
about 3}%, and discount rate slightly more, while during the war 
and immediate post-war years both rates rose sharply, but still 
kept very close together. During the nineteen-twenties discount 
rate fell considerably more than the long-term rate, and our gap 
makes its first significant appearance. With the cheap-money 
policy of 1932 and later years, the gap became very much wider, 
discount rate falling well below 1%, while the long-term rate 
hovered obstinately around 3}%. We thus began this war with 
a long-term rate almost exactly the same as it was at the beginning 
of the last war, but with a discount rate only about a quarter of 
the 1914 level. Since the war there has been a slight rise in 
discount rate, while the long-term rate has actually fallen very 
slightly, but the difference between them is still over 2%, a 
situation quite unheard of before 1932. 

The questions we have to ask may therefore be summed up 
as follows :— 


(a) Why did we begin this war with such a low discount 
rate ? 

(b) Why have rates risen so little in spite of enormous 
war-time borrowing ? 

(c) Why has the gap between long and short rates so 
obstinately persisted ? 


The answers must obviously raise some fundamental questions 
as to the nature of interest rates; on which economists even yet 
are not completely agreed. The first question can be answered 
most simply, and in a manner commanding the most universal 
assent. It is generally agreed that short-term rates are deter- 
mined by the desire of the public for liquidity, and by the relative 
supplies of short-term assets and,their still more liquid sub- 
stitutes, cash and bank deposits. By changing the supply of 
cash and bank deposits, the monetary authority can, therefore, 
alter the rate of discount, and this was what happened with such 
marked effect in the years following 1932. 

But it is possible to apply exactly the same reasoning to the 
yield on other types of security, and, indeed, to that on all the 
various forms in which a man may hold his accumulated wealth. 
These range through various degrees of liquidity and riskiness, 
from cash and current acccunts at one end of the scale, through 
different types of short-, medium- and long-term loans, to industrial 














342 THE ECONOMIC JOURNAL [DEC. 


equities and real property at the other. Each of these ways of 
holding wealth will have advantages and disadvantages of its 
own; these advantages and disadvantages will be more important 
for some people than for others, and the relative yields on all 
forms of property will have to be adjusted so as to equate the net 
advantages of each to the marginal holder. 

Let us consider what are the respective advantages and dis- 
advantages of long- and short-term securities. Since we are 
concerned with government securities, we can ignore the risk of 
loss through default. The short-term asset—say a Treasury bill— 
has the advantage that it is due to be repaid in full very soon, 
and cap be discounted at any time with only a trifling loss. A 
long-term asset can be readily sold, or a bank advance can be 
obtained against it up to a high proportion of its value. But in 
the former case there is the risk of some capital loss, while in 
the latter the charge made by a bank will be considerably higher 
than the loss involved in discounting a bill. For funds which may 
have to be turned into cash at short notice the bill has, therefore, 
an obvious advantage. We will call this the emergency factor. 

But for funds on which a steady income is required with the 
minimum of trouble, long-term securities have an advantage, 
in that they guarantee a stable income over a number of years, 
and do not require frequent re-investment. We will call this the 
convenience factor. 

A third consideration which has to be taken into account is 
the possibility of a windfall capital gain or loss through a change 
in the rate of interest. Most investors will count on the prob- 
ability of realising their assets sooner or later, and if the date of 
repayment is distant or indefinite, the possible gain or loss may be 
considerable. We will call this the risk factor, and the value 
which people set upon it will obviously depend on their expecta- 
tions as to future rates of interest, however these may be formed.! 

Obviously the value attached to each of these factors will 
change from time to time with changing circumstances. Obviously, 
too, different investors will attach a different value to them at 
any one time, and so, for that matter, will a single investor in 
dealing with different parts of his wealth. Relative yields on 
each type of security will have to be adjusted so as to equate 
their net advantages at the margin. If investors have any reason 
to change the value they set upon one factor, relatively to others, 
then relative yields must change too. Also, if there is a relative 


1 For a detailed analysis of the ideas of the last three paragraphs, see the 
article of Mr. Kalecki already referred to. 
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increase in the supply of one type of security, that one must pass 
into the hands of people who set less value on its advantages, and 
more on its disadvantages, and its yield must go up accordingly. 

We may, therefore, look for the answers to our questions 
either in changes in the various types of security on the market, 
or in changes in the importance which investors attach to the 
emergency, convenience and risk factors. 

It is reasonable to suppose that the political and economic 
uncertainties of the past twenty-five years have led to the placing 
of an increased value on both the emergency and the risk factors, 
and this in itself may go a long way towards explaining the growth 
of the gap between short and long rates. 

But there have also been significant changes on the supply 
side. First, the value of government securities on the market 
has risen enormously in relation to the total value of private 
property. It has been estimated that private holdings of British 
and foreign government securities increased from less than one- 
tenth of the total value of private property in Great Britain in the 
years 1910-13 to over one quarter in 1932-4. It is impossible to 
obtain comparable up-to-date figures, but we can make a fairly 
good guess. In 1932-4 private property, other than government 
securities, was estimated at £16,190 million. Let us assume 
net private investment of £1,800 million in 1933-8, and net 
private disinvestment of £800 million for 1939-43. If we raise 
the resulting figure by 25% to allow for the rise in prices since 
the outbreak of war, we get a figure for the present value of private 
property, other than government securities, of approximately 
£22,500 million. The internal national debt at the end of the 
financial year 1943-4 amounted to £18,300 million. We may, 
therefore, suppose that the total present value of private property 
is of the order of £40,000 million, of which British government 
securities alone form nearly 45%. This guess—we will not even 
dignify it with the name of estimate—is obviously very rough, 
but we can safely say that the internal national debt is fast 
approaching, and before the return of normal peace-time con- 
ditions may well exceed, half the total value of the private pro- 
perty of the country. 

The composition of the debt has also varied greatly. The 
last war saw a considerable increase in the floating debt, but, 
following the recommendations of the Cunliffe Committee, much 
of this was converted into long-term debt during the early post- 
war years. The following table will illustrate this. 

1 H. Campion, Public and Private Property in Great Britain, p. 65. 
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Composition of the National Debt 
(£7000 million.) 














| Floati Percentage of 
Financial Year. | Total Debt. ee Other Debt. | Floating Debt 
ebt. to Total. 
1913-4 . ; i 649-8 13-0 636-8 2 
1918-9 . i . | 6,070-1 1,338-9 4,731-2 22 
1924-5 . ‘ . | 6,476-2 742-2 5,734-0 11-5 











A feature of the non-floating debt was the lack of any considerable 
proportion of short- and medium-term securities. 

It thus appears that the proportion of long-term government 
securities to other forms of property was rapidly rising just at the 
time when the public was becoming increasingly conscious of the 
disadvantages of this type of asset, and this must have been an 
important factor contributing to the emergence of the gap 
between short and long rates, and to the failure of the cheap- 
money policy to reduce long-term rates much below 3}%. It 
may thus be said that the government’s borrowing policy was 
upsetting what had long been regarded as the norma! relationship 
between long-term and short-term rates. 

We have still, however, answered only the first of our ques- 
tions. We pass now to the second, why interest rates in general 
have risen so little during the present war. There is a general 
impression that the Government have kept down interest rates 
by specifically monetary policy. A comparison with the last 
war, however, suggests that this is only part of the story. The 
following table compares percentage increases in currency, bank 
deposits and wholesale prices between 1913 and 1918 with that 
between 1938 and 1943. 














" Bank Wholesale 
Period. | Currency." | Deposits. | Prices. 
1913-18 . ° ; 152 96 130 
1938-43 . 100 61 61 
| 














1 “Currency ’”’ includes gold, Bank of England notes and Currency Notes. 
It is assumed that £120 million of gold circulated in 1913, and that it had all 
disappeared by 1918. The wholesale price index is that of the Board of Trade. 












Relatively to prices, both currency and bank deposits increased 
considerably more between 1938 and 1943 than between 1913 and 
1918, but, on the other hand, the volume of transactions has 
almost certainly increased much more during the present war than 
during the last. Thus, while the increase in the quantity of 
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money has doubtless contributed to the keeping down of interest 
rates, it is hard to believe that it has been the sole, or even the 
chief instrument. 

Neither have interest rates been “ controlled ” in the way that 
most prices have been. The schedules of minimum prices for 
securities have been largely inoperative. Of course, it is not given 
to an outsider to know what pressure, if any, has been brought 
to bear on financial houses to subscribe to savings weeks, etc., but 
again it is hard to believe that this has been a decisive factor. 

Again we must look to the composition of the debt for a large 
part of our answer. An analysis more detailed than that shown 
in the previous table has been prepared, and the following figures 
show the result. The table is designed to show the maximum 
time, from the end of each of the financial years in question, 
within which the holder of a security can be sure of obtaining 
repayment, if desired, at par. Thus, for example, 2}% Con- 
version Loan, 1944-9, is shown in the “ 5-10 years ”’ column, as 
the latest date for repayment is October 1, 1949. It is, of course, 
possible that the Government will exercise the option, which it 
has on most securities, of repaying before the latest date. In so 
far as holders expect this to happen, they will regard their position 
as being more liquid than would appear from the table. Another 
way in which the table under-estimates actual liquidity is in not 
taking account of the fact that many long- and medium-term 
securities are held by banks and savings banks against the 
deposits which their customers have with them. We may 
regard these depositors as the ultimate holders of this part of the 
debt, and their collective position is, of course, much more liquid 
than it would be if the securities were distributed among them 
individually. 

Composition of the National Debt at the end of the Financial Years 
1938-9 and 1943-4 











Increase of 1943— 
1938-9. 1943-4. 44 over 1938-39. 
Latest Date of 
Repayment. 
Value % of | Value % of | Value % of 
£mn. | Total. £mn. | Total. £ mn. Total. 
Under 1 year . . | 1,305-3 18-1 7,753-6 42-4 6,448-3 58-3 
lto5years . ‘ 452-8 6-2 1,283-2 7-0 830-4 75 
5to 10 years . . 306-7 4-2 2,093-5 11-4 1,786-8 16-2 
Over 10 years . . | 5,182-1 71-5 7,053-5 38-5 1,871-4 16-9? 























1 Source, ‘‘ Financial Statements ’’ for 1939-40 and 1944-45. The column 
“ Under 1 year,’’ includes both floating debt and other securities on which repay- 
ment falls due, or can be claimed, within a year. 
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From this it would seem that interest rates have been kept 
down first and foremost by the simple expedient of giving the 
public what it wanted. The public wanted liquidity, and an 
enormous amount of new liquid assets of various types have been 
created. There has been a significant increase, too, in the amount 
of medium-term securities, of from one to ten years, which have 
found ready holders at 2}% or less. On the other hand, there 
has been comparatively little borrowing for terms of more than 
ten years. The result, as we have seen, is that long-term rates 
have fallen slightly and, so avid has been the demand for liquidity, 
that discount rate has risen by less than }%. 

This persistence of the gap between short and long rates in 
face of such an enormous amount of new short-term borrowing 
formed the subject of our third question. The extreme uncer- 
tainty created by war, together with the fact that many persons 
and institutions will have been saving, at least in part, because 
they have been unable to make the purchases they required, and 
will wish to have their money available for spending as soon as 
possible after the war, must have greatly accentuated the value 
of what we called the emergency factor. At the same time, there 
probably exists a good deal of uncertainty as to the future course 
of interest rates. Some economists of distinction have expressed 
the view that a rise in rates is likely in the post-war years, and it 
is probable that many investors, with the experience of the last 
war still in mind, share this view. A future rise in interest rates 
would, of course, entail a fall in the price of existing long-term 
securities, and investors may, therefore, set a high value on our 
risk factor. 

So much for the past. What of the future? It is clear that 
the Government can exercise a great deal of control over the 
level of interest rates in general, if it so chooses, and if it is prepared 
to deal by other means with any inflationary tendencies which 
may result. It is far less clear, however, that the Government 
can, so long as present arrangements last, exert any great influence 
over the relative rates on different types of securities, except 

that which follows from its own borrowing. The position of the 
Government in this respect is analagous to a monopolist pro- 
ducing several different types of a commodity. He can control, 
within wide limits, either the price or the output of his various 
lines, but not both. Similarly, if the Government is to influence 
relative interest rates for various types of security, and it cannot 
help doing so one way or another, it must be through regulating 
the volume of various types of security which it creates. 
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It is quite possible that, with a return to more settled con- 
ditions, we may see a shift in demand towards longer-term 
securities resulting, other things being equal, in a narrowing in the 
gap between short-term and long-term rates through a rise in the 
former and a fall in the latter. This might involve the Exchequer 
in considerable expense, as higher short-term rates would have 
to be paid at once, while the benefit of lower long-term ones 
would not be felt for some time. However, so long as short-term 
rates remain at all the lower of the two, there will, of course, be 
no financial advantage in converting short-term into long-term 
debt. In these circumstances two questions would arise: what 
should be the attitude of the Government towards the level of 
interest rates in general, and towards the shift in relative rates? 

One consequence of the present financial policy is that the 
end of the war will find us with a great deal of savings held in a 
form in which they can be quickly turned into cash. They 
will represent what Prof. Hicks has called “‘ saving up,”’ as distinct 
from ordinary saving, and their owners will consist mainly of two 
groups—firms who have accumulated funds corresponding to war- 
time depletions of fixed or working capital and undistributed 
profits, and individuals who have saved up to buy durable con- 
sumers’ goods or simply to have a good time. Both these groups 
will want the things for which they have saved up as soon as 
possible, yet there must be, for some time, an acute shortage of 
goods. Hence there will be a strong inflationary tendency, and 
the problem arises of how this can best be kept in check. 

Some writers have argued that a rise in interest rates is the 
proper, and indeed the inevitable, remedy. It may be said that 
the holders of securities will strive to turn them into cash, and 
that this pressure to sell will force down prices and drive up 
yields. But this process is unlikely to operate to any great 
extent, since those who will want money will want it not to hold, 
but to spend, and when it is spent it will ultimately come back into 
the hands of other people, who will use it to buy securities. So 
long as the amount of money, the desire to hold money, and the 
demand for money for active circulation remain the same, it is 
unlikely that the whole complex of interest rates will change 
much, though there may be considerable changes in relative rates. 
If the Government maintains the present volume of currency, 
and stabilises prices by means of direct controls, there is no reason 
why interest rates in general should rise. But the real question 
is whether it would not be better to permit, or even force, a rise 
in interest rates as an alternative means of stabilising prices, 
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and so as to permit the speedier relaxation of other controls. 
This leads us to a consideration of the functions which the rate 
of interest normally performs in the economic system. 

These functions are three. In time of full employment the 
rate of interest measures the rate at which the public discounts 
future as compared with present benefits, and ensures that 
expenditure is divided between consumption and investment 
according to the general preference. Also in time of full employ- 
ment, the rate of interest equates the supply and demand for 
capital. Thirdly, it acts as a selector between good and less good 
investment projects. How well may the rate of interest be ex- 
pected to perform either of these functions in the period of 
transition from war to peace conditions ? 

During this period the public will certainly strongly discount 
future benefits, and if the rate of interest is to measure this, and 
ensure that expenditure is distributed accordingly, then it must 
rise considerably. But this is really a very academic point. 
There will, in the first place, be only a limited possibility of 
choice between present and future, as much capital will have to be 
replaced before consumption goods industries can meet the 
demands on them at all. Further, Prof. Pigou has shown that 
we normally attach a greater importance to present benefits 
than is, in the long run, good for us, and this will be specially 
true after the war. 

The rate of interest may equate the supply of capital to the 
demand either by restricting investment or by stimulating 
saving. With any given level of real income, saving is probably 
not very sensitive to moderate changes in the rate of interest, 
even in normal times. Here, however, it is not a question of 
adding a little to a normal year’s savings, but of preventing the 
dis-saving of the often involuntary savings of years, of preventing 
firms from buying urgently needed stocks and equipment, and 
consumers from satisfying long-cherished desires. Is it likely 
that either will be deterred by, say, a 2% rise in interest rates ? 
Surely not. 

In peace-time the most valuable function of the rate of 
interest is as a selector between more and less profitable invest- 
ments, but the performance of this function depends on investors 
being able to make an accurate forecast of the probable yield of 
various forms of capital. A great deal of post-war investment 
will be in public capital, houses, hospitals, schools, and so on, the 

return on which cannot be accurately measured in money. Even 
with private investment, the prospects for a time will be very 
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uncertain, and there will be any amount of scope either for undue 
optimism or undue pessimism, according to temperament. The 
optimist will see not merely rather more or less profit, but the 
whole future prospects of his firm, depending on getting the 
capital necessary to put him early in the competitive field, and it 
is hardly likely that he would strike any nice balance between this 
and an extra 1% or 2% in interest charges. 

In this connection, too, there arises the question of the funding 
of Government debt. After the last war, the Government was 
urged, by the Cunliffe Committee and others, to fund a large part 
of the floating debt as a counter-measure against inflation, and it 
is possible that similar arguments will be used again. But it is 
not an answer to the problem of excess purchasing power merely 
to convert some liquid assets into a less liquid form. It would 
be no good, for example, bringing pressure to bear on the banks to 
exchange Treasury bills for long-term loans, unless the public 
was also induced to defer its claims upon the banks. The problem 
again boils down to that of preventing the holders of war savings 
from dis-saving them immediately the war is over, and this cannot 
be done simply by changing the composition of the debt. To 
increase the proportion of long-term securities would merely 
tend to increase, or prevent the diminution of, the gap between 
short and long rates. 

A rise in interest rates, either with or without funding, will 
not serve to check the urge to post-war expenditure, nor will it 
call forth any appreciable volume of new saving to balance it. 
If there was a sudden removal, or even an immediate relaxation 
of direct controls, there would be a rise in prices, whatever 
happened to interest rates. If the monetary authority remained 
passive, interest rates would rise too, simply because more 
money would be absorbed into active circulation as a consequence 
of the price rise, but it would be the price rise itself, and not the 
incidental rise in interest rates, that would be the ultimate 
check on purchases. Neither can we expect much of the rate of 
interest as a selector in the immediate post-war years, so the 
maintenance of low rates would not involve any appreciable loss 
in that direction. 

On the other hand, were interest rates to rise considerably, 
the Exchequer would be involved in a heavy extra burden for 
debt service when the need for expenditure on social services will 
be growing and impatience of taxation at its strongest. The 
beginning of our housing programme would be gravely handicapped, 
and industry would be hampered in obtaining the new capital, 
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which is so urgently needed if we are to hold our own in com- 
petition with other countries. 

There is thus a very strong case against allowing a general 
rise in interest rates during the transition period. It would be 
equally undesirable to maintain low short-term rates by means of 
monetary policy, but to accentuate the gap between short- and 
long-term rates by changing the composition of the debt. It 
may, indeed, be argued that the borrowing policy of the ’twenties 
was the prime cause of the emergence of the gap, and that thereby 
the Government upset the normal market relationship of a 
century or more, subjected itself to an unnecessarily high charge 
on the debt, and deprived industry and local authorities of the 
facilities for borrowing, which were so urgently needed during the 
inter-war years. When some attempt at conscious control of 
interest rates was made in the ’thirties, the consequences of its 
former actions hung heavily upon the Government, and were an 
important factor in preventing long-term rates from responding 
adequately to the cheap-money policy. 

Even with the present volume of short-term borrowing, only 
a beginning has been made in closing the gap. It is to be hoped 
that full advantage will be taken of any opportunities to narrow 
it further and to bring short-term and long-term rates into what 
was for so long regarded as their normal relationship. 

If we extend the argument beyond the transition period, very 
similar considerations will apply, though their relative importance 
may change somewhat. Low rates will still be important from 
the budgetary standpoint, and also from that of both public and 
private investment. If substantial unemployment recurs, then 
the lower rates can be reduced the better, since it would be 
desirable to encourage all investment which offered the prospect 
of any return at all. If, on the other hand, a high level of employ- 
ment is maintained, then the importance of the rate of interest as 
a selector between investment projects will be greater, and if it is 
necessary to restrict investment in order to prevent inflation, it 
would be better to allow interest rates to rise rather than re- 
impose the direct controls of the transition period. The white 
paper on “ Employment Policy ” 1 clearly envisages this possi- 
bility ; it also goes farther, and expresses the hope that control of 
interest rates may be a useful instrument in mitigating fluctua- 
tions. The use of interest rates in this way raises many problems 
which cannot be discussed here, but one necessary condition 
would be that the long-term rate would have to be much more 
1 Cmd. 6527, May 1944. 
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responsive to control than it has been in the past. It will obviously 
not be so if the market is encumbered with an inordinate amount 
of long-term Government securities, so here is yet another argu- 
ment in favour of limiting long-term borrowing until the gap 
between short and long rates has been greatly reduced. -When 
this has been done, the Government could combine monetary 
operations with changes in the composition of the debt, and so 
exercise a much greater degree of control over the whole complex 
of rates. 

The conclusions to which this argument has been leading may 
be summarised as follows :— 


(a) Prices should be kept stable during the period of 
post-war scarcity by the maintenance of direct controls. 

(b) The alternative policy of raising interest rates would 
be ineffective and undesirable. 

(c) So long as the present level of output and prices is 
maintained, there should be no attempt to reduce the quan- 
tity of currency or bank deposits, as this would tend only to 
cause an unnecessary rise in interest rates. 

(d) There should be no attempt to convert short-term 
loans into long-term ones. On the contrary, the amount of 
short- and medium-term debt should be maintained or even 
increased relatively to the whole, until the gap between short 
and long rates is substantially closed. 


If these policies were pursued, they might well result, within 
a few years after the war, in both long-term and short-term rates 
settling down at about 2% to 24%. This would be only 4% 
lower than the rates which obtained during most of the last 
century, when the opportunities to save were less, and the incen- 
tives to invest stronger than they are likely to be in the near 
future. In the light of our experience during the inter-war years, 
such rates would certainly seem none too low. 


E. Victor MorGan 
University College of Swansea. 














PROF. PIGOU ON THE RELATIVE MOVEMENTS OF 
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Wuite the statistical observations made by Drs. Dunlop 
and Kalecki? have cast some doubt on the traditional belief 
that real wages tend to vary inversely with the level of activity 
and employment in the short period, it is interesting to find 
Prof. Pigou reasserting in his latest book, Equilibrium and Em- 
ployment, this traditional belief in an emphatic and categorical 
form on the ground of a priori arguments. 

He has enumerated as one of the necessary stability con- 
ditions for the economic system the condition that, given the 
capital equipments and the state of technique, the rate of real 
wages in terms of the products of the labour concerned, in both 
the consumption goods and the investment goods industries, 
must be diminishing as employment increases, under imperfect 
competition no less than under perfect competition.* It is 
stated that “it is only those systems in short-period flow equilib- 
rium, for which these conditions are satisfied, that are capable 
of maintaining themselves for more than a moment,” ‘ and again 
that ‘‘a state of things in which this was not so could not, 
practically speaking, exist.””5 We shall venture to prove that 
this view is due to some misconceptions and cannot be upheld 
categorically, even if one confines oneself to Prof. Pigou’s frame- 
work of argument; although it is true for one hypothetical case, 
and a very unrealistic one at that. 

Before entering into a direct discussion of this question, we 
must first give a brief sketch of his theory for the determination 
of the equilibrium level of employment. 

At first sight, it appears that Prof. Pigou has whole-heartedly 
adopted the Keynesian method of approach to the determination 
of the level of employment—viz., by means of the savings and 
investment functions—but it soon becomes clear that at the back 

1 The author wishes to take this opportunity to acknowledge his indebtedness 
to the British Council for a grant, without which the writing of this paper would 
not have been possible, and to Mr. Kaldor for his valuable advice with regard to 
several improvements in exposition. 

2 J. T. Dunlop, “‘ The Movement of Real and Money Wage Rates,’’ Economic 
JOURNAL, Sept. 1938, and M. Kalecki, ‘‘ Money and Real Wages ”’ in his “‘ Essays 


in the Theory of Economic Fluctuations.” 


> Op. cit., Chap. III, pp. 73-5. * Ibid., p. 75. 5 Ibid., p. 88, 
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of his mind his wonted method of determining the level of em- 
ployment with the aid of a real demand function and the real 
supply price of labour still looms large and, as we shall observe, 
is at the root of some confusions in his argument. 

Adopting an equilibrium analysis which leaves out the time 
lags and the processes of adjustments, he determines the short- 
period equilibrium of the economic system by means of a set of 
equations which summarise the equilibrium conditions. First 
we have the equation expressing the balance between ex ante 
savings and ex ante investment, which Prof. Pigou, in order to 
avoid the confusion due to the use of different definitions, prefers 
to call the “‘ supply of labour for investment ”’ and the “‘ demand 
for labour for investment,” respectively. Thus we have :— 


Gojp=fir Fig . . . . . @| 


where, on the left-hand side, ¢(r) is the demand for labour for 
investment expressed as a function of one variable only—viz., 
the rate of interest, y—and on the right-hand side savings, or 
the supply of labour for investment, is expressed as a function 
of the rate of interest and the output of consumers’ goods, F(z), 
x being the amount of labour employed in the consumption 
industry. He excludes the current level of employment or the 
degree of utilisation as one of the variables determining the invest- 
ment demand, on the ground that any reactions due to a variation 
on current production and employment belong to states of dis- 
equilibrium, and therefore have no place in the. consideration of 
short-period flow equilibrium, where there is a steady rate of 
employment alike in the investment and in the consumption 
industries.1_ One feels, however, that to exclude the possibility 
of employment variation would be tantamount to assuming away 
the very question of the stability of the short-period equilibrium ; 
for the acid test for stability is to suppose a deviation from the 
equilibrium position and to examine whether such deviation would 
set up forces tending to revert to the deviation or otherwise. 
But this objection does not directly concern our present problem. 
We shall leave this equation as Prof. Pigou puts it. 
For the second equation, we have :— 


eo Sa 


which states that the amount of labour actually employed in 
the investment industries, y, is equal to the supply of labour 


1 Vide, ibid., pp. 52-3. 
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for investment. This, because at equilibrium the value of sav- 
ings is equal to the value of output of the investment industries, 
and the amount of labour employed is uniquely correlated with 
the value of output in terms of some real numeraire—e.g., the 
wage-unit. 

The third equation is the money income function. With 
what Prof. Pigou calls the normal banking policy (7.e., that which 
allows the rate of interest to rise or fall as the level of money 
income rises or falls), it takes the following form :— 


(K, +K,jo=g(r) . . . . (Ifa) 


where w is the rate of money wage, and K, and K, are the values 
of total outputs in terms of wage-units in the consumption and 
investment industries respectively. It can be readily shown 
that K, and K, are functions of the amounts of labour employed 
in those industries, respectively. For the value of output in 
the consumption industry in wage-units is equal to the output 
F(z) divided by the real wage rate in terms of consumption 
goods, which at equilibrium is equal to the real marginal value 


productivity of labour—.e., (1 — ~)F'(e), where 7, is the average 
1 
elasticity of demands for the individual consumption goods 


and F’(x) the marginal physical product of labour; both these 
latter items may also be regarded as functions of employment 


= | 
1), 
(1—— ww) 
put of investment goods, 7, the average elasticity of demands 
for the individual investment goods and 7’(y) the marginal 
physical product of labour in investment goods industry.! 

Prof. Pigou further suggests a hypothetical case where the 
banking policy is directed to keep the price level of consumption 
goods constant. In such case the above third equation yields 
place to a different one :— 

K 


p @ = C (constant) ae 


or output. Similarly, K, = , where 7(y) is the out- 


K, being the total value in wage-units of the output of con- 


r 


sumption goods and F the output, P 


1 w therefore gives the price 


1 F and ¢ are regarded as functions of only one variable—viz., the amount 
of labour employed—labour being assumed as the only prime factor of production 
in the short period (see op. cit., p. 43). 
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level of consumption goods. And since K, = ; . 
(1 ~ ~ )E"(x) 
m1 
this equation can be rewritten :— 
> = C (constant) . . (IIIb) 


/ l y 
( JP (x) 
For the fourth equation, Prof. Pigou suggests two alternative 
forms. The one, (« + y) = Q (constant), which implies that 
the total employment is always equal to the quantity of available 
supply of labour, may be omitted in short-period analysis. The 
other supposes the condition that the money rate of wage is fixed 
by authority or collective bargaining in the short period, so that 


w=T(comtant). ... . MV) 


Thus we have four equations to determine four unknowns 
x,y,randw. The’system is therefore determinate unless some 
of the functions are of exceptional shapes. In the case where 
the third equation takes the form of IITTa—i.e., (K, + K,)w = 
g(r)—the system is analogous to Marshall’s famous illustration of 
a number of balls lying together at the bottom of a bowl; the 
whole surrounding environment jointly determines the positions 
of all. All the variables—+.e., x, y and r (w being given as a 
constant)—will be determined by all the equations together; 
no three equations alone can determine any of x, y andr. But, 
it is very interesting to note, if, on the other hand, the third 
w ‘ 


: == 
1 ——)F'(x 
(1—— )F@) 
(constant)—the interdependence of the equations changes its 
nature. For constant price level of consumption goods plus 


constant rate of money wage implies constant rate of real wage 
in terms of consumption goods in general. Thus equations ITIb 


and IV result in (1 —=)F'@) =k (constant), or in the con- 
1 





equation takes the form of I1Tb—i.e., Btw = 


dition that the marginal value productivity of labour in terms 
of labour’s own product in the consumption industry is 
equated to a constant rate of product wage. Excepting the 


1 , 

case where = fe a y ‘ = 0, this equation is sufficient by 
Vs 

itself to determine the value of x—i.e., the amount of employ- 


ment in the consumption industry—irrespectively of the two 
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other equations. Of these latter, the first equation—i.e., the 
equality between savings and investment—determines only the 
rate of interest, 7, since x has already been determined, and the 
second determines y, the amount of employment in the invest- 
ment industry only. Thus the marginal real value productivity 
function of labour in the consumption industry becomes the sole 
function determining the employment in that industry, if the 
third equation is 7 . w = C and the rate of real wage in terms of 
consumption goods is thus maintained at a constant level ; whereas 
if the third equation is (K, + K,)w = g(r), the marginal real 
value productivity functions of labour in the consumption 


industry as well as in the investment industry—7.e., ( 1 — z F' (x 
y ry nh 


as a function of x, and (1 — vw) as a function of y—will figure 
1 


only in the money income function and will be directly relevant only 
for the determination of money income and the rate of interest. 

Thus once the rate of real wage can be somehow regarded as 
a given constant, Prof. Pigou’s earlier theory of employment as 
elaborated in his Theory of Unemployment comes to its own again. 
The level of employment is determined by the rate of real wage 
and the real demand function for labour. The equality between 
savings and investment is directly relevant only for the determina- 
tion of the rate of interest, though it may exert some influence on 
the amount of employment in the investment industry through 
the equation IT. 

This interesting mutation of the nature of the interdependence 
of these equations was not explicitly noted by Prof. Pigou him- 
self, but was only hinted at in a footnote, where he pointed out 
that the system would be indeterminate when the third equation 
d 
dx 
however, will help us in clearing up the confusion about the 
stability conditions of the system and the possible movements of 
real wage rates in relation to changes in employment. 

When discussing the stability conditions of the system, 
Prof. Pigou points out that the establishment of any equilibrium 
entails the following equalities : 2— 


(1) $(r) = fir. F(a)}, 
1 
2 (1 wea gee 
(2) J ,; 
1 Op. cit., p. 69.  * Cf. op. cit., Part II, chap. III, ‘“‘ Stability Conditions.” 


is hw =C an > = 0.1 To bear this point in mind, 
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where W, is the real wage rate in terms of consumption goods 
in general. 


(3) (1-7 Ww = W, 


where W, is the real wage rate in terms of investment goods in 
general. 

The first is the equality between savings and investment, which 
is also the first equation for the determination of the system. 
The two latter equalities, which imply that marginal value 
productivity of labour in terms of the product of the labour 
concerned must be equal to the rate of product-wage, have not 
been enumerated as the fundamental equations, but they are 
implied in the third equation, the money income equation, when 
it takes the form (K, + K,)w = g(r). And as we have seen 


above, in the case where the third equation is 7 o=C, W, 


would be a constant and (1 -=\F = W, would uniquely 
1 


determine the employment and output in consumption industry. 

From the first equality, Prof. Pigou derives the following 

stability conditions :— 

w (Y-#)>0 

(2) T 0 or ra > 0. 
The first implies that a rise in the rate of interest from the 
equilibrium position would cause savings to exceed investment, 
or, in Prof. Pigou’s terminology, would cause the supply of labour 
for investment to exceed the demand for labour for investment, 
and thus set up forces tending to bring the rate of interest back 
to equilibrium (either directly in the capital market or indirectly 
through the level of money income). And conversely for a 
downward deviation of the interest rate from the equilibrium 
position. The second implies that an increase in employment 
from the position of equilibrium, given the rate of interest, 
would cause savings to exceed investment, thus providing a 
counterforce to restore equilibrium. 

This is quite familiar. But we may disagree with Prof. 
Pigou in his opinion that both these conditions (and two others) 
must be satisfied if equilibrium is to be maintained for more 
than a moment.! To use a very useful distinction made by Prof. 
Hicks, we may point out that both of these conditions are required 
i Op. cit., p. 75. 
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at the same time only if the system is to be in perfect stability 1— 
i.e., a condition under which a deviation from equilibrium in one 
particular sphere of the system would directly set up forces 
tending to restore equilibrium without allowing for the reactions 
in other spheres as well as afte@ these reactions are allowed for. 
But the system may yet be ultimately stable—i.e., in imperfect 
stability—if one of these two conditions is not strictly satisfied ; 
the tendency to move away from the equilibrium in one sphere 
may be checked in the end through the repercussions in other 
spheres. For instance, if the first stability condition is satisfied, 
the system may yet be stable, though imperfectly, even if the 

' second condition is not strictly satisfied. For if an increase of 
employment does not directly result in an excess of savings over 
investment, the system may yet be prevented from running away 
from equilibrium, if the increase in employment leads, as it 
normally would, given the money wage rate, to an increase in 
money income, which under a “ normal banking policy ” would 
cause a rise in the rate of interest, and thus eventually brings 
about an excess of savings over investment indirectly through 
the rate of interest. Similarly, if the second condition of stability 
is satisfied, the system may yet be imperfectly stable, if the first 
is not strictly satisfied. For instance, if a deviation, say an 
upward one, of the rate of interest from the equilibrium position 
does not result in an excess of savings over investment, but, on 
the contrary, in an excess of investment over savings, the level 
of income and employment would rise. And with “ normal 
banking policy” this would cause the rate of interest to rise 
further. But if the second stability condition holds, the rise of 
employment would bring about an increase in savings relative 
to investment, which might in the end check the rise of the 
interest rate and employment. 

Allowing for the mutual repercussions, the ultimate con- 
dition of stability based on Prof. Pigou’s system of equations, 
with the third equation taking the form (K, + K,)w = g(r)—#.e., 
with a normal banking policy—may be formulated as follows :— 

,0 of a(K, + K,)w} 1 , HK, +K,)o} 1 
(3) we he . 2) A 5g ie 2) IS 
If this condition is satisfied, the system as a whole is ultimately 
stable. If not, the system is not even imperfectly stable, but 
will break down at the slightest disturbance. 


1 J. R. Hicks, Value and Capital, chap. V, esp. pp. 66-67, and chap. XX. 
This point has also been pointed out by Mr. Kaldor in his review of Prof. Pigou’s 
book in the December 1941 issue of this JouRNAL. 
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This co-ordinated stability condition also brings out where 
the money income equation and its component functions—.e., 
K, = K,(z), K, = K,(y) and the real marginal value pro- 
ductivity functions of labour in the consumption and investment 
industries—come in with respect to the problem of stability. It 
is easy to see from this co-ordinated stability condition that if 
the stability condition (1) is satisfied and the banking policy 
qT, ~ y and oe 
dx dy 
i.e., a8 long as the value of output in the consumption or invest- 
ment industry increases in terms of wage-units as employment 
and physical output increase in the respective industry—the 
influence of K, and K, is always in the stabilising direction. 


is normal, so that g’ is positive, as long as 


re —_ — —_ 
And the condition for = =>. ( ‘gti + \F'@) > 0 is simply 
1 
that the real marginal value productivity of labour in terms of 
the product in the consumption industry, which in equilibrium 
is equal to the real rate of wage, must increase at a slower rate 
than the a physical output of the consumption industry 


—i.e. Fe > Ha o Pha — ~)F’ which can be rewritten 
1 


Md {(2 — ~)F} < +i (1 — -\I. Similarly the condition for 


a ~. an > 0 is simply that the real product-wage 
y dy 1\ 
(1-3) 
Ne 
rate in the investment industry must increase at a slower 


¢ 
d 1 , 1 , eS TT 
Pale “a }/a ae , which can also be written 
d ip’ Wl ¥F - 

ail — a wh <% (1 _ a For the stability of the whcle 
system with a Ve banking policy, therefore, it is quite un- 
necessary that the rates of product-wage in the consumption and 
investment industries should always be falling as employment 


1 Prof. Pigou has also mentioned in his book that K’, and K’, must be positive 
(op. cit., p. 76). He derives this, however, from the alleged stability conditions 


d 
i{(2 — 1\pr <0 and 5{(1 ~ 2\y} <0. Asis clear from what we have 


d Eo d a 
observed above, although #(1 — JF } <0 and aA ~ =) } <0 neces- 
sarily imply that K’, and K’, must be positive, the converse is not necessarily 


true. 


rate than the total output of that industry—i.e., > 

















360 THE ECONOMIC JOURNAL [DEc. 


increases. So long as the rate of product-wage does not increase 
as fast as the physical output, as the level of employment rises, its 
influence would still be stabilising rather than destabilising, 
provided that the stability condition (1) is satisfied. 

Prof. Pigou, however, further includes the conditions 


d i .— 
(4) o{(1 ~—y }<o, 
d Biss 
(5) a —;.) } <0, 
among the necessary stability conditions for the system as a 
whole, and he holds that “no position of general equilibrium 
will be stable unless - {( -- *\e’}—namely ew; —is negative,” 
dx \ on > dz ’ 
and that “ A state of things in which this was not so could not, 
practically speaking, exist.” 1 This is obviously contrary to 
our conclusion above. We shall now examine where the confusion 
creeps in. 

Prof. Pigou appears to think that these stability conditions 
follow naturally from the familiar proposition that “it is a 
necessary condition of stability, alike for perfect competition, 
for imperfect competition and for monopoly, that the marginal 
revenue curve shall lie above the supply curve of each firm 
affected to the left of the point of intersection between them.” ? 
In other words, he believes that the condition that the product- 
wage rates for the industry as a whole must be falling as the 
level of employment increases follows from the stability condition 
of the individual firms. The question is whether this deduction 
is in fact warranted or not. Our argument is that it is true only 
under perfect competition, but not so under imperfect competition. 
It is easy to demonstrate this with the aid of mathematical 
symbols. 

Let x, denote the amount of labour employed in a particular 
firm N, F,(z,) the production function of that firm (assuming 
with Prof. Pigou for the sake of simplicity that labour is the only 
prime factor), p, the money price of the firm’s product, and 
nn the elasticity of individual demand for the product of the 
firm. The equilibrium condition of the particular firm N—4i.c., 
the equality between the marginal revenue and marginal cost— 
can then be written :— 


Pn (1 


1 Ibid., pp. 87-8. 


1 


- 2) _ I ,, 
Tn ae! dF, : : 
2 Ibid., p. 72. 
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where w is the money wage rate, which, under the assumption 
of Prof. Pigou that monopsony is non-existent, is constant to 
the individual firm. This equation can be rewritten :— 





dF, 1 w 
dz, (1 - =) ee 

where the left-hand side is the marginal value productivity of 
labour in terms of the product of the firm, and the right-hand 
side is the rate of real wage in terms of the product concerned. 
The stability condition of the firm—i.e., the requirement that 
the marginal cost curve of the firm must cut its marginal revenue 
curve from below—can be represented :— 


de{( - 3,)P+} <ae(p. 


Under perfect competition z must be regarded as constant 


from the point of view of the individual firm because both the 
money wage rate and the price of the product are beyond the 
influence of the individual firm. And since 7, under perfect 
competition is infinite, the stability condition of the firm therefore 
reduces to :— 

a. < 0, 


which implies that the marginal physical product of labour and 
the product-wage rate must be a diminishing function of employ- 
ment. If this condition must obtain for every firm in the economy 
then it may be safely applied to the economic system as a whole.! 
The rate of real wages of labour in terms of labour products in 
general must be falling as the ‘level of employment increases, 
provided there is no change in the production functions. 

Under imperfect competition, however, the case is quite 
different. For even though the money wage rate is constant, 


Mm. » ; 
— —4i.e., real wage rate in terms of labour’s own product—can 
n 


no longer be regarded as constant by the individual firm. A 
change in p, will change the rate of product-wage. And since 


i is always negative because of the downward-sloping individual 


demand curve : () must always be positive. Thus the 


> dx\p 


1 External economics, as Prof. Pigou has pointed out, may be ignored in 
the short period. Cf. ibid., p. 75. 
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stability condition for the individual firm cannot be reduced to 
cz {(a o- ~)F's} <0, but remains 


" d 1 1 
mitt E's} <da(g,)> 


This implies that stability of the firm is compatible with 








d " d s/w , 
eal (1 — ~ a > 0, so long as it is smaller than sy (5) which 
may be rewritten w. Ce a and which is always a positive magni- 


tude. Therefore it is impossible to deduce from the stability con- 
dition, or the maximisation condition, of the individual firms that 
the rate of real wage in terms of labour’s products in general in 
the industry as a whole must be falling with the increase of 
employment. 

Prof. Pigou apparently has mistakenly assumed that the 


product-wage rate for each firm—+.e., 2 may be regarded as 


constant. For on page 73 of his book he remarks that “ these 
(viz., W, and W,—+.e., the wage-rate in terms of consumption 
goods in general and that in terms of investment goods in general), 
as against individual firms, are obviously constant,” and then 


proceeds to draw the conclusion that id mC _ ~\F" j <0 and 
1 


d As, 
ay ( 1— a } <0 are the necessary stability conditions. But 


it should be obvious from what we have said that what is relevant 
for the consideration of the stability of the individual firm is 
not W, or W,—~.e., the money rate of wage divided by the price 
level of consumption goods in general or by that of investment 
goods in general—but the wage rate in terms of the firm’s own 
product—.e., z To assume that is constant for each indi- 


vidual firm would imply that each firm takes the price of its own 


product as given independently of its own output policy, and 
that would be tantamount to assuming away the very existence 
of imperfect competition. 

Prof. Pigou might perhaps argue that, in order to confine 
his attention to the determination of the general level of employ- 
ment, he has expressly postulated, for the sake of simplicity, 
that the relative prices of different commodities will always 


remain the same,! so that given w, = cannot change unless the 
n 


1 Ibid., p. 43. 
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general level of prices changes. And since prima facie it may 
be granted that an individual firm is powerless in altering the 


general price level by its own independent action, therefore ” 


may be considered as constant as against individual firms. 
But even though we may usefully postulate for the discussion 
of the general equilibrium level of employment that ex post 
facto the relative prices of different commodities somehow always 
remain the same, it would involve absurd implications to use 
it as a restrictive condition for the analysis of the stability of 
the individual firms—that is, to assume that each firm, while 
making decisions regarding its output and price, expects ex 
ante facto the price of its own product to remain always the same 
relatively to other prices. For this would imply either that the 
individual firm expects the price of its own product to be constant 
irrespectively of its own policy, or that there is a universal col- 
lusion whereby it is understood that if one firm alters its price, 
other firms would immediately follow suit and change their 
prices by the same proportion. In the former case, imperfect 
competition would be excluded ex hypothesi; in the latter case, 
there would be, in fact, no independent firms at all, but an all- 
inclusive monopolistic combine. 

Furthermore, under imperfect competition, we must par- 
ticularly beware of a sort of fallacy of composition in inferring 
from the stability condition for the individual firm to that for 
industry as a whole. For the elasticity of demand as a function 
of output or employment relevant for the stability consideration 
of the individual firm is the variation of the elasticity of demand 
along the individual demand curve in connection with an inde- 
pendent change of output by the firm concerned alone. But 
when we are considering the industry as a whole, the functional 
variation of the average elasticity of demands in relation to a 
change in aggregate employment and real income is not the 
average of the variations of the elasticities of individual demands 
along given individual demand curves. For when the employ- 
ment and output of the system as a whole increase, the demand 
curve for any particular firm will generally be shifted, normally 
to the right, and some change in its elasticity will generally occur. 
The variation of the elasticity of demand along its original 
individual demand curve is no longer relevant. Thus, when 
we are considering the relation between real wage rate and em- 
ployment in the system as a whole, the average elasticity of 
demands must be conceived as a function of the aggregate em- 
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ployment and real income, so as to include the effect of the shifts 
of the individual demand curves upon the average elasticity of 
demands; whereas for the stability of the individual firms it is 
only the variation of the elasticity of demand along the given 
individual demand curve that is to be taken into account, for in 
deciding its own output, the individual firm cannot presume 
that all other firms will follow him in increasing or contracting 
their output. The functional relationship between the elasticities 
of individual demands and the aggregate employment or the total 
real income is something of the nature of ‘‘ external economies 
(or diseconomies) ” to the individual firms, and is not relevant 
for the stability or maximisation condition of the firms. 

Therefore in the case where the average elasticity of individual 
demands is an increasing function of aggregate real income—+.e., 
the individual demand curves become more elastic as they are 
shifted forward by the increasing real income—increasing real 
wage rates in the industry as a whole as the level of employment 
is increased may yet be compatible with the stability condition of 
the firms, even if that condition were f(a ~ —\r’,} <0. And 

n Mn 
since, as we have seen above, the stability condition of the 
individual firm is in fact rate — ~ F's} < i i=) > 0, therefore 
it is possible pro tanto for the rate of real wage in terms of labour’s 
products in general to increase all the more with a rising level of 
employment in the system as a whole without overstepping the 
stability condition of the firm. 

As regards the stability of the whole system, we have seen 
above that with a normal banking policy the general equilibrium 
is stable so long as the co-ordinated stability condition (3)—+.e., 
of j 5{(Ky + Ky)eo} ‘ = >¢’. O((K, + K,)u} ; g —is_ satis- 
or Ox g Ox 1 


fied. Ifthe stability conditions (1) and (2)—+.e., (Zz — ¢’) > 0 and 





, Of 
F. + 


¥’ a> 0—are also satisfied, that condition would leave ample 


possibility for the rates of product-wages in both the consumption 
and investment industries to rise with the level of employment 
without upsetting the stability of the general equilibrium. Thus 
pure a priori argument is unable to provide any definite answer 
as to the possible relationship between the movement of real 
wages and that of the level of employment, once imperfect 
competition is a prevalent phenomenon. 
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There is, however, one case where é {Ql — ~ \R’} <0 does 
dx on 
become a necessary condition for the stability of the whole 


system. That is the case where the banking authority is supposed 
to keep the prices of consumption goods constant—.e., where the 
third equation for the determination of the general equilibrium 


is > .w =——_——. = C (constant). We have already seen 


1 
1 — — )F’ 
( a 
that when this is the case and the money wage rate is also con- 
stant, the employment in the consumption industry is determined 


entirely by the condition that (1 -- -)F" = W, (now also a con- 
1 


stant), and the neo-classical theory of employment, which con- 
tends that employment is determined by the real demand function 
for labour and the real supply price of labour, comes to its own 
again. In such case, of course, stability of employment cannot 
be maintained unless = (1 — +\p} <0. But this is true only 
wad uh 
for this hypothetical case where the monetary authority is 
supposed to keep the prices of consumption goods stable and to 
succeed in doing so in all circumstances. It cannot be said to 
be a necessary stability condition under other and more realistic 
circumstances. One cannot help feeling that perhaps it is the 
eagerness to make the best of the preconceived “ classical view 
on employment ”! which causes such an acute mind as Prof. 
Pigou’s to overlook the complexities involved in this problem. 
S. C. Tstane 


London. 


1 Cf. ibid., chap. IV. 











SOME RELATIONSHIPS OF LANDLORD AND TENANT 


PuBLIcITy was recently given in the agricultural Press to a 
statement made by a permanent official of the War Agricultural 
Committee to the effect that he saw no reason why a similar type 
of agreement should not be made between tenants and the State 
under a national land tenure, as is at present afforded between 
tenant and individual landlord. So far, so good; but in so far 
as, for instance, a surgeon is permitted to regard—and would 
probably be commended for so doing—his prospective patient 
in terms of anatomical rather than social structure, so it may 
be hoped that the same objective light of technical scrutiny 
devoid of personalities will be applied to the structural lay-out 
of the landldrd-and-tenant combination before the decree nisi is 
finally proclaimed. 

The evolution of the present combination can be studied in 
historical progression from such excellent and authoritative 
compilations as Dr. Ruston and Mr. Witney’s Hooton Pagnell, 
recently published; but such studies, while providing the his- 
torical and classical skeleton to perfection, are not a sufficiently 
fleshed medium to be illuminating on the changing forms that 
can and do clothe the skeleton. 

It is the intangible though distinct attributes which pertain 
to the traditional function of land-owning which the tenant will 
be most likely to lose, and later regret, in State administration; 
while the owner-occupier may well find the trappings of legal 
agreement at least partially serve to weigh in the scales against 
the service of bountiful capital improvements—supposing such 
service to be immediately available. 

Landlords are responsible for the structural capital equip- 
ment of the land and the maintenance of such equipment, com- 
bined with the necessity to maintain the capital value of the 
land in their own interests. From the latter point arises the 
necessity from time to time of adding to, adapting, or providing 
buildings and main services, in order to maintain this value in 
the light of changing and usually progressive stages in agricultural 
development. 

In proportion, first to the ‘‘ modern-mindedness ”’ and there- 
fore probable requirement of the actual or prospective tenant, 
and secondly, to the declared national policy (or lack of it), 
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so the rate varies at which this fluctuating capital is required 
in order to keep the said capital value to an up-to-date level. 
In inverse proportion, respectively, these two facts determine 
the actual sum required to perform the same service; and 
these two given considerations determine the certainty of the 
landlord being able to command a rate of interest on the land 
directly relative to its current value in terms of commodity 
output. Two facts thereupon emerge: one, that the supply 
of land in relation to the demand may well create an apparently 
maintained, though actually artificial, capital and _ rental 
value of the land in question (i.e., tenants will accept dilapi- 
dated and out-of-date buildings at rack rent, in order to 
acquire a tenancy at all; and possibly in the hope that, once 
installed, the landlord may be induced to remedy at least a 
proportion of the deficiencies), and the second fact emerges that 
fashions change in agricultural requirement (such as the decrease 
in farm-house cheese-making, etc.), often taking with them good- 
will of a traditional and local character, and will therefore depress 
or accelerate capital land value in any particular area. This 
will, however, be mainly local in application, and as farmers are 
a long-lived race, such declines and accelerations in actual value 
pass unremarked till sale or exchange of tenancy renders the 
discrepancy of passing note. All too often, however, it is re- 
marked as a phenomenon only, rather than as the logical work- 
ing of the economics peculiar to agricultural land. It may be 
remarked, too, that the rack rent when demanded for farms 
supplied with out-of-date buildings, etc., will surely be a matter 
remedied by government intervention after the war, exclusive 
of, or preceding, a policy entailing change of tenure. The fact 
remains, however, that the various forces of farming which can 
be indulged in and used as temporary expedients, to tide over 
commodity uneconomic times, are sufficiently numerous to offset 
this consideration. But—and here lies the sting—without ex- 
ception these expedients (cattle dealing, “flying” flocks and 
herds, cash crops of local expediency only, sub-letting, recurrent 
stinting, and so on) are in direct opposition to the stable pro- 
gressive technical farming which is so ardently to be desired as 
the backbone industry of this country. It is this factor, more 
than any other, which contributes to the low production ratio, 
so amply, readily and progressively stepped up in most cases, 
when war provides so many of the economic conditions under 
which these short-term shifts become outdated. Unfortunately, 
under pressure of such conditions the quality of the “ expedi- 
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ency ” class of tenant (in relation to those who may be termed 
of the ‘“ productive ”’ class) deteriorates to the extent indicated 
by the evictions so many W.A.E.C.’s have been forced to con- 
clude, and is at the base of Mr. Hudson’s comment on the 
continuing preponderance of ‘‘B” farmers. Latitude should be 
allowed, however, for the human grading element introduced in 
this somewhat “‘ fourth-form ”’ effort at ministerial classification. 
It remains, however, to the definite guilt of the landlords of the 
past hundred years or so, both collective and individual, that 
they have so little mastered their profession as to have failed, 
and failed badly, to appreciate this capital equipment point and 
the logical conclusions it engenders. Many of the capital equip- 
ment requirements could have been furnished at the minimum of 
outlay by the expenditure of a measure of really hard thinking 
and personal utilisation of the free technical advice available 
from a variety of sources. Ineffably more progress could have 
been made on almost every farm—at a negligible outlay com- 
pared to the practical benefits—with the small improvements- 
adaptation, remodelling, additional window space, ventilation 
and the like which would bring benefit in maintained value to 
the landlords, and a convenience engendering labour economy 
to the tenant, out of all proportion to the cost. Such personal 
initiation of small intensive progressive improvement has all too 
often been completely denied, or delegated to an agent whose 
aptitude for economy of outlay has been commended by his 
employers, rather than attention to the possibility of economic 
expenditure—an economic expenditure, that would have brought 
a rich interest in helping to maintain rent levels during 
slump periods, the certainty of capital value maintenance, 
and last, but not by any means least, the avoidance of such 
stringent national effort to replace expediency devices by 
productive efforts that bid fair to enforce the replacement 
of the landlord. The factor of capital value maintenance— 
as assessed by ability to obtain rack rent rather than by the 
commodity output assessment—is the rock on which the land- 
lord system will have foundered, whatever more apparent factors 
are advertised as the immediate cause. Concurrently, the sum 
in hard cash which represents the accumulation of arrears in the 
transition between outdated buildings and those representing 
the bare minimum required to keep (or obtain) maximum com- 
modity production as represented by modern practice, is the 
crux of the problem facing nationalisation exponents. Land- 
lords may well advance the lack of present cash resources to 
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back such a formidable pawn ticket! In so many cases it is 
the failure to attempt basic measures, or even identify them at 
an early enough stage, which so prejudices the landlord’s case. 
This is neither in mitigation nor excuse of a neglectful national 
policy which has contributed to the poor economic state of the 
industry as a whole—a policy in which it has been all too easy 
for landlords to put aside major improvements and often the 
minor maintenance of their estates. Declared policy, however, 
transcends local application—and too often it has been neglect of 
mind in matters large and small which has brought about the 
present resemblance of landlordism to a windjammer in a naval 
anchorage on a calm day. 

Concurrent with this defect in the landlord policy during the 
past century has persisted, and still persists, a tradition of various 
functions, unreckoned in rent or capital value, which a national 
policy of ownership may well refrain from recognising, or fail to 
do so; but which obliterated may too late be identified as 
corner-stones of unexpected consideration and importance. 

First, the services of the landlord as a credit-providing organ ; 
second, the exercise of the landlord’s prerogative of free choice 
of tenantry ; third, by an influence on distribution of rural industry 
allied to agriculture (mainly by the control of house property 
other than farmhouses and tied cottages), and fourth, by the 
receding function of benefaction as direct relief in cases of various 
need. 

To take these points in order—credit facilities. The landlord 
is at present not infrequently called upon to extend credit facili- 
ties mainly in form of deferred payment of rent (usually a tem- 
porary accommodation to individuals); sometimes as a scheme 
of rebate in national ‘“‘ hard times” in the industry (possibly 
remitted over an estate or group of farms on a percentage basis), 
and occasionally by the exercise of direct reduction of rent. 
Rent is sometimes reduced in depression times, as an anticipa- 
tion of a demand for arbitration in circumstances likely to prove 
unfavourable to the landlord’s interests, and occasionally reduced 
on a change of tenancy where buildings or lands have fallen below 
the condition in which the “land demand” factor—previously 
discussed—will operate by competing tenants. Further, it is 
not unknown for tenants to be able to say, usually in the form 
of an epitaph for a landlord of the old school, ‘ Ah, when T had 
been a year or two at A, Mr. Blank he came up and said to me, 
‘Thomas,’ he said, ‘if you can do with fifty pounds I know 


where I can find it.’”’ This service is reflected, though perhaps 
Nos. 215-16.—VvoL. Liv. BB 
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lacking the same spontaneity, in the Goods and Services scheme 
of the Ministry of Agriculture, with the notable difference that 
in the latter form of credit, interest is duly payable, and the 
arrangement paper-legalised. The old school of landlords were 
admittedly in a better position to undertake credit loans of this 
sort than are their successors. No advantage accrued to the 
landlord in similar cases, except a greater fund of mutual esteem 
upon which both parties could draw in mutually difficult times 
when rents assumed their characteristically angular intract- 
ability ! Many examples of similar accommodation have doubt- 
less died with the transacting parties. It was not, and indeed 
is not, the kind of arrangement blazoned to general view. 

Second, the exercise of the prerogative of the choice of 
tenant. This is almost the sole right attached to landowning 
largely untouched by national requisition. The stabilising 
influence it extends may well account for much of the even 
countenance—approximating to apathy—which characterises 
farming demeanour in face of political strictures unacceptable 
to the general run of the farming community. The hereditary 
landlord selects his tenants within the accepted code of his 
neighbourhood—or leaves his agent to do so, whose adherence 
to established principles will lead him to make the same 
considerations weigh in the selection. This accepted code 
is entirely unwritten, often unconsciously applied and ac- 
cepted, and its disregard unfailingly puts the landlord into 
the ‘recent admission” ranks among his fellows. This code 
is wide, elastic and comprehensive, and varies from type to 
type of English countryside. Its main pivot is that a pro- 
spective tenant must either possess capital, or be able to com- 
mand the necessary backing to ensure it. Unfortunately, con- 
sideration of potential commodity output in terms of skill receives 
little attention; the short-term expediencies already referred 
to as lines of financial defence being all too often relied on in 
assessing potential tenants. Landlords also tend to limit their 
choice—and tenants their application—to within a known area, 
usually as wide as or wider than the constituency boundaries. 
This factor tends to unify methods over these areas. For specific 
and recognised reasons farmers do change the area of their 
farming undertakings. These reasons include moving at marriage ; 
moving to the proximity of other relations; moving to the 
marital farming district; moving to variations in size of farm 
(either up or down) of recognised greater suitability; health 
reasons and a score of others, but indiscriminate selection on 
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the one hand, or movement on the other, is submitted to the 
yardstick of this unwritten code. Deflections are not easily for- 
given—or the perpetrators are ranked as “ outsiders.” It is, of 
course, an “ industry defence ”’ applied from instinctive motives. 
From the landlord’s point of view choice within this range 
of applicants is governed by considerations of which capital and 
amenable characteristics are the most desirable, with some, 
though not undue, attention being paid to the production skill. 
An “excellent wife ’’ has before now swung the balance of con- 
sideration more than a careful investigation into the acreage 
output of a previous holding! It is noticeable, too, that the 
choice of a modern-minded tenantry often occurs in inverse pro- 
portion to the maintenance and improvement quota of the 
estate—those landlords providing, or able to provide, convenience 
and modern amenities from a sense of responsibility possibly 
transcending personal convenience, tend more towards technically 
enlightened offerers, while a far too large proportion prefer an 
“old standard ”’ tenantry who may live to become in old age 
the bane and despair of a production policy! The average age 
of tenants should be considered here. Farming is a notably 
long-lived industry in active age group assessment, joint partner- 
ship of father and son is not uncommon, and tends to spin out 
mediocre achievement where it occurs ; mediocre achievement too 
often being considered synonymous with “stabilised policy.” 
Sons of aged fathers often succeed as of right to the family farm— 
a high claim under the code. These considerations do not always 
operate in the best interests of the land, considered objectively. 
Now entry into tenancy must be considered; and it is here 
that national ownership could—if it would—foster the entry of 
proved and enlightened new blood, duly endowed with technical 
and scientific qualifications. Technical qualifications only (col- 
lege, farm institute or pupilage) definitely transcend the code 
governing selection; and where wealthy backing (parentage, 
personal or patronage) is lacking, the position may be considered 
almost hopeless on established estates. It is not suggested that 
landlords should be expected to exercise philanthropy; but they 
should recognize that technical equipment may in itself represent 
capital, and when allied to even a bare minimum of acreage 
cash requirement may provide an infinitely better investment 
for the land and its owner than more traditional assets. 
The County Council schemes may theoretically be supposed to 
supply this hiatus of opportunity, but in practice it is not so. 
For farmers’ sons entering into tenantry capital is supplied either 
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by parental loan, gift or guarantee—and occasionally facilitated 
by landlord concession, especially in the case of sons of old 
tenantry. Parental gift is occasionally the form in which years 
of wageless work on the family holding is eventually repaid, the 
disadvantage being that it often comes when the son has reached 
early middle age and is set in mediocre ways which persist in 
the tenant stage. This type of entry is mainly restricted to 
remoter areas, where the Wage Boards have not yet the influence 
on distribution of labour that they have exerted in more indus- 
trial districts. Capital has also been forthcoming in time past 
for this latter type of entrant, by a now diminishing selection of 
comparatively wealthy “ retireds ’’—retired successful farmers and 
dealers, retired tradesfolk, and those from minor local profes- 
sional classes. Their loans were granted from personal know- 
ledge of the recipient, and the moderate interest charged, together, 
in due course, with the refund of the principal, joined the com- 
fortable and self-congratulary sight of yet another tenant farmer 
launched on his own feet. Such benefactors often enjoyed the 
esteem of a large area—recognising for the useful function it was 
the benefit of the financial service afforded. The agricultural 
college graduate can often find no such guarantor or loan facility ; 
and the increased demand for a nationally provided facility, as 
well as reflecting an urban demand previously non-existent, also 
reflects the diminishing number of these rural benefactors, almost 
without recognition of their past function in the rural economic 
pattern. 

It was recorded not long ago that upon application for loan 
facilities, a W.A.E.C. replied eulogising thrift as a provider of 
working capital. Something of a cold contrast to the former 
local worthies ! 

Third, landlords’ influence on local allied industry. Here the 
impecuniosity of the modern landed class has all too often been 
drawn to considerations of retired urban and other interests, 
wanting a country cottage in which to spend ten or fifteen years 
of declining life, and willing to pay double or treble the rent a 
rural craftsman is able from an economic, or willing from a 
country standard, to offer. Added to this, the retired or semi- 
leisured element has also been willing to introduce such induce- 
ments as repairing leases, water, sanitation, hot-water installa- 
tions and the provision of draught-proof porches to enhance still 
further the attractive financial proposition engendered. This 
factor, of course, has had a counterpart influence on the occur- 
rence of the minor industries operating with semi-mass-production 
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methods, and working on an extended range of area facilitated 
again by easy transport. Such extensions, however, and the 
increase of gross earning power it represents, can be more use- 
fully examined in a study of the industrial infiltration into the 
countryside and the basic factors involved in that connection. 
Individual interest and selective foresight on the part of 
landlords could, however, have usefully prevented the shrink- 
age of local craft to its regrettably low incidence; in so far, 
that is, as the low incidence is related to lack of premises for 
new entrants and limited scope for progression on modern lines 
in the accommodation already utilised by old craftsmen. By 
rural craftsmen, too, it should be pointed out are envisaged such 
trades as blacksmiths (especially where tied forge houses do not 
already occur), carpenters, painters, joiners, repairing cobblers, 
saddlers, plumbers, agricultural basket makers (in suitable arable 
areas) and the like. 

Fourth and last, the receding function of benefaction as direct 
relief. The function of direct relief in money or kind in cases 
of sudden bereavement, sickness, untoward loss, failure of debtor 
firms and a dozen other unlistable contingencies, which insur- 
ance generally has helped to mitigate, has been considered by 
both parties more as the privilege of the donor than the per- 
quisite of the recipient. In fact, gratitude is more frequently 
accorded (though seldom articulated in traditional circumstances) 
for landlords’ ability to carry out nowadays the recognised and 
appropriate relief with modern equivalents—a country form of 
approach to what is primarily an economic consideration, and 
totally divorced from the urban idiom in matters of relief. The 
landlord nowadays can—and still does—often stand where 
prudence and foresight have failed to establish or provide appro- 
priate policy cover, and may not infrequently (personally or 
through his agent) be called upon to provide assistance in the 
filling up of claim forms of one sort or another. A more generous 
educational facility for the rural child will tend to reduce this 
function. 

Finally, the semi-absentee réle of many landlords occasioned 
by easy transport, the pursuit of other (and possibly more directly 
lucrative) interests, the delegation to agents of a formerly more 
personal interest (especially on the smaller estates), of a regrettably 
high proportion of owners—all these factors have tended to with- 
draw the landlord’s effective administration to a stage at which 
the present ill balance between tenant’s facilities for commodity 
output and landlord’s provision in the matter threatens to pro- 
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mote a state of disruption sufficient to disintegrate the whole, 
good and bad aspects alike. 

It is among these intricate and often conflicting elements of 
the landlord-and-tenant combination that a voting public must 
search, and search diligently, for the form in which it wants its 
land future to be cast. Can a national policy supersede, substi- 
tute or replace all these functions within the capital resource 
range of the National Exchequer? Can it be done without dis- 
lodging the individual function towards the industry? These 
and many others are the questions which Britain must put to 
herself before she exercises the surgeon’s function on what has 
here been lightly indicated. Unlike the surgeon, however—to 
whom variety and multiplication of cases but add dexterity and 
experience within his inherent capacity—the excision Britain con- 
templates is within her own body, and the region comprises her 
own heart. 

J. MuriEL RITCHIE 
Grange Farm, 
West Burton, 
N. Yorkshire. 




















NOTES ON THE RELATIONSHIP BETWEEN ECONOMISTS 
AND ACCOUNTANTS 


THERE has been, in recent years, such an increase in refine- 
ment of statistics of National Income and Outlay that a point 
has been reached, and indeed passed, at which a better appre- 
ciation is needed, as between economist and accountant, of each 
other’s techniques and aims. There is an overlap of their respec- 
tive provinces. A study of this area of overlap should reveal 
much that would be useful to both, particularly in relation to 
the nature of income and its measurement. 

The object of this article is not to undertake such a study, 
which would be an extensive one, but merely to put out feelers. 
The notion tentatively proposed is that ‘ National Income ”’ 
and aggregate accounting incomes may be different concepts. I 
have also the more or less private notion that accounting income 
and accounting profit may be more widely separated things than 
might at first sight appear; but as this idea may not be wide- 
spread in the accountancy profession, it is difficult to introduce 
it here in any detail. It is hoped that these “ feelers”’ may 
stimulate economists into thinking about accounting procedures 
in the light of economic science. A comparison of ideas is some- 
thing of which accountants stand in need. The same may be 
true of economists. It is perhaps difficult for the latter to make 
this comparison, as they may have difficulty in discovering 
exactly what accountants mean by “ profit,” “income” and 
“ capital,” Professor Canning tells us that 


“The accountants have no complete philosophical 
system of thought about income; nor is there any evidence 
that they have ever greatly felt the need for one. Their 
generalisations about income, to the extent that they go 
beyond procedure at all, are too inchoate, in comparison 
with the structure of procedure they have built up, to 
permit one to suppose that they have ever seriously put 
their minds to the philosophical task.” 1 


I acknowledge the substantial truth of this view, but, on the 
other hand, I am not able to find any great clarity of thought 
among economists as to what constitutes income. One of the 
most extensive attempts at an analysis of the nature of income 


1 The Economics of Accountancy, p. 160, Prof. J. B. Canning. 
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arrives at a conception which is quite foreign to the accountant’s, 
and which, I feel reasonably confident, is untenable. I refer to 
Professor Irving Fisher’s work, The Nature of Capital and Income. 
Writing as an accountant inexpert in economic studies, I feel 
some criticism of accountants’ methods to be implicit in the 
references made by various economists to adjustments to income 
figures necessary in the compilation of statistics of National 
Income.! This element of disagreement, felt on both sides, is 
unfortunate and unnecessary. There are differences in point of 
view, but no difference should exist in relation to basic concepts 
of income and capital, no matter how practical exigencies may 
obscure such concepts. 

The “ National Income” which the economic statistician 
aims to measure differs from the accountant’s (aggregated) 
figures because of the difference in intention. The statistician 
is in pursuit of a comparative measure of a community’s standard 
of living. Generally speaking, he wants to ascertain the money 
figure which, when deflated by a price-index, will yield a measure 
of “ real income.’ The accountant, on the other hand, is con- 
cerned with the individual person or business, and what is income 
or profit to the individual will often depend on personal or other 
special circumstances, and on financial considerations, which 
play no part in the determination of the standard of living of 
the whole community. The most obvious illustration of this is 
the simple case of the sale of an article in the course of trade by 
one entrepreneur to another. The accountant will at once make 
an addition to the profits of the seller for the surplus of selling- 
price over cost. To the buyer, however, no profit accrues in his 
books merely on the acquisition of goods; he will carry the 
article in his accounts at the cost to him. It is perhaps arguable 
that the value of the stock should in any case have included 
some profit accruing to the first entrepreneur as his remuneration 
for contributing to its manufacture; but I think the conclusion 
cannot be avoided that the mere sale of an already manufactured 
article adds to accounting profit—and income—in a way in 
which the economist does not conceive to be consistent with his 
notion of National Income. He would, I think, exclude such 


1 For instance, Economic JoURNAL, 1941, p. 219, Meade and Stone; 1943, 
pp. 263-4, Kaldor and Barna (commenting on accounting practice in the pricing 
of stock inventories). 

* Thus, Paton and Littleton, ‘‘ Accounting is, therefore, strongly rooted in 
economics even though its objectives are different and its medium of expression, 
price-aggregates, falls short of being a suitable medium for economic reasoning” 
(An Introduction to Corporate Accounting Standards, p. 13). 
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inter-individual profits on unconsumed goods if he could. As 
there is no convenient method of doing so, no discrepancy arises 
between the accountant’s and the economist’s figures on this 
account; but the difference of purpose remains. Until each 
comes to appreciate the other’s viewpoint, it will be impossible 
for them to agree on fundamentals. In my view, it would be very 
much worth while to seek a basis for this mutual understanding. 

We may now consider briefly a few of the ways in which the 
economist’s National Income would differ from the accountant’s 
(aggregated) income figures were they available : 


1. ADJUSTMENTS FOR INDIRECT TAXES, SERVANTS’ BOARD, ETC. 


No special elucidation is needed here in connection with 
adjustments in statistics for indirect taxes included in the prices 
of consumption goods, State pensions met from taxation, and 
the like. These are, quite obviously, departures from accounting 
figures to meet the needs of comparability. I am more con- 
cerned with those features of the accountant’s measure which, 
in a radical (and perhaps “ uncorrectible ”) way, differ from the 
figures which the economist wants.1_ A few of these features are 
now dealt with. 


2. THE VALUATION OF TRADING STOCKS 


Commoner accounting practice in the United Kingdom in 
the pricing of inventories is to use the “ first-in-first-out ’’ method, 
whereby the goods in stock are taken at the cost prices of those 
of each item most recently purchased (or manufactured as the 
case may be)—.e., the cost of the “last-in” quantities of equiv- 
alent volume (irrespective of whether these latest acquisitions 
are physically identical with the stocks on hand).? The effect 

1 My point is that progress in working out fundamentals, and hence in 
improving statistics and accounts, is held up because these latter are confusedly 


thought of as dealing with almost exactly similar kinds of units. Thus, Prof. 
Pigou in The Economics of Welfare : 


_ ** When the nominal money income of the country has been ‘ corrected ’ 
in these various ways, what is left should approximate fairly closely to the 


value of the national dividend . . . estimated on the plan set out above ”’ 
(pp. 40-1). 
Even more significant is his footnote to this sentence relative to the ‘‘ one ”’ 
paradox still remaining uncorrected. ‘‘ Fairly closely ’’ may well be true, but 


there remain a number of unresolved, and probably unresolvable, paradoxes. 
It is necessary to establish the point at which accounts and statistics diverge in 
purpose; back of that point there exists a unity of concepts which needs to be 
explored. 

* We must ignore the writing down of stocks to market values where lower— 
that is another problem. 
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of this practice on income statements may be illustrated by 
considering a case in which the physical quantities of a business’s 
stock remain unchanged from year to year. Here there may well 
be an increase in the accounting “ valuation” through price 
increases. To this extent, the accountant’s figure of profit 
deviates from the figure which the statistician requires, duly 
aggregated, in computing National Income.* 

It appears, by implication at least, that the economist con- 
siders the accountant’s method of valuation to be incorrect even 
within the accountant’s own field—profit measurement for the 
individual business. Now, in my opinion this method is good 
accounting, whatever its inconveniences for other (statistical) 
purposes. Our conception of profit is as a residue of revenue 
from the sale of goods or the rendering of services, after deduc- 
tion of the cost of supplying those goods or of rendering those 
services. This conception is quite different from the ideas of 
maintenance of capital—either “ real” capital or capital value— 
which one rather suspects that economists think we should 
employ. There is a good justification for many of the apparent 
discrepancies in accountants’ treatment of “ fixed assets’ and 
“ floating assets,” but it is not possible to pursue the matter 
further in this article. More correctly, the discrepancies are 
largely merely apparent; what accountants do has more con- 
sistency than have the more or less halting statements of principle 
by which they attempt to explain what they do. 

By way of footnote to these comments on inventory pricing 
and “real”’ capital, it may be pointed out that proposals have 
been made for the amendment of accounting methods so as to 
take account of fluctuations in the price-level. For example, 
in an article entitled, “‘ The Trade Cycle,” in The Accountant of 
March 27, 1943, Mr. K. Lacey expresses the view that reserves 
should be created against the price increases in business inven- 
tories, and that these reserves should be allowed as deductions 
for purposes of taxation assessment. His particular concern is 
with the (as he would say) erroneous “ writing up ” or “ down ” 
of stocks as the main cause of trade slumps and booms.? I cannot 
go all the way with him in this view of economic consequences 
(from an accounting standpoint I do not think normal procedure 
is incorrect in the way he suggests), but whatever the importance 
one grants to this factor in the chain of trade-cycle causation, it 


1 See p. 376, footnote 2. 
* He makes the same point in an article in Hconomica, February 1944, 
‘* Commodity Stocks and the Trade Cycle.”’ 
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is clear that the incidence of accountancy on expectations and 
on spending tendencies merits careful study. 

In a recent booklet, Depreciation and War Conditions, Mr. 
Robert Muller has put forward the view that depreciation of 
plant should be calculated on replacement cost. His argument 
(written in barely-adequate English, unfortunately) is that war- 
time rates of taxation are such that industry’s real capital is 
impaired. He proposes the establishment and tax recognition 
of Replacement Reserves to provide funds for the increase in 
the cost of replacing worn-out equipment. There is, too, the 
more detailed exposition of the use of the general price-level as 
an accounting base contained in Mr. H. W. Sweeney’s Stabilised 
Accounting. One must give due weight to these opinions. There 
is at least a case for the accountant to extend his functions and 
consider the incidence of price changes on business undertakings, 
and perhaps to compute sums which might be set aside out of 
profits to provide for maintenance of the physical capital of such 
businesses. But I would suggest that such calculations are 
external to the normal function of accounting; they are recom- 
mendations about the disposal and saving of earnings as measured 
(in money) by accountants in a manner which, ideally at least, 
approaches determinacy. Considerations which involve refer- 
ence to price levels and real capital are necessarily indeterminate 
(and, furthermore, it can be shown that even if applied to every 
individual business in the country, the resulting figures would 
still be different from, and not merely an atomisation of, figures 
of National Income based on maintenance of the whole national 
real capital). 


3. CAPITAL PROFITS 


The line of demarcation between capital and revenue profits 
(or losses) is a very elusive one. This is particularly important 
in relation to investment dealings, dividends and personal incomes. 
An investor who puts his money into industrials at a higher yield 
than safer gilt-edged runs the risk of one or two of his purchases 
proving failures. Should this happen, then the loss on these 
failures would logically be a deduction from income as an offset 
to the high yields from the successful concerns. But whilst the 
dividends from these latter come out of companies’ revenue 
earnings, the loss on the former is not merely the investor’s share 
in their adverse revenue balances: it is more nearly related to 


1 The Chancellor’s 1944 Budget proposals include promise of relief—albeit 
a little rough-and-ready—in relation to post-war purchases of machinery. 
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what is, to the unsuccessful concerns, a loss of capital. Then, 
too, profits on investment dealings may reach investors’ pockets 
as dividends if the transactions are those of “finance” com- 
panies, but not if they accrue to investment trusts. It is likely 
that there is some difference in the psychological influence of 
* capital” profits and dividends, and to that extent the popular 
fairly rigid differentiation of them may serve some useful purpose 
in providing a rough-and-ready guide to the personal economies 
of the recipients. But apart from the doctrine of expediency, 
there is no valid ground for this differentiation, and it will cer- 
tainly not be maintained by the knowledgeable investor who 
may often trade accrued dividends at a narrow margin above or 
below a difference on dealing prices. The point is that the 
existence of a free capital market leaves investors’ incomes and 
business profits as different things, not merely different aspects 
of the same thing (even allowing for corporate savings). A 
country which had a dangerously adventurous brand of entre- 
preneur might well have a higher aggregate figure of profits as 
shown by the profit and loss accounts of all its undertakings. 
But it would also have a high rate of business mortality involving 
“ capital losses’ not reflected in more than small measure in 
such accounts. I imagine that statistics of National Income 
prepared by any accepted or convenient method would over- 
state the income of this country of hotheads. There would be 
included in output (ultimately equated with income) at its full 
original value, capital equipment which yielded only a fraction 
of the service expected from it by the entrepreneurs (and of 
that of which it was physically capable). And though revenue 
losses incurred in the working of this equipment would be de- 
ducted, the “ capital loss” probably would not. Here again is 
an example of the way in which accounting figures of earnings 
of individual enterprises may be correct in themselves but mis- 
leading in the aggregate. 


4. MAINTENANCE OF VALUE 


There is something plausible about the idea that if one ascer- 
tains the value of a business at two successive dates, the accre- 
tion in value (allowing for proprietors’ withdrawals, dividends, 
etc.) is the profit for the period. The idea is one which I think 
is widely held. For myself, I am very cautious about the use 
of the word “value”; it has such a multitude of meanings. 
In particular, I am not clear whether the valuation of the business 
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is to be of its “ tangible” assets only, or is to include goodwill, 
patents and the like (revalued on each occasion). It is difficult 
to think of the latter as a contemplated method. It would 
involve violent fluctuations in income figures from year to year 
representing variations in the capitalised value of the yield 
rather than the yield itself.1_ If, however, the money value of 
the tangible assets alone is to be considered, we are in some 
difficulty in preparing our accounts. What is the “ value ”’ of a 
machine? Not its realisable value, for immediately on installa- 
tion that value may be a mere fraction of the cost, and there is 
no operating loss merely on the installation of a machine. Nor 
do fluctuations in replacement cost have a direct influence on 
profit-measurement. A machine can easily rise in price to a 
figure at which the entrepreneur would not be prepared to replace 
it; the replacement price would then be higher than the machine’s 
value to the business. Not that it is possible to decide just 
what is this “ value to the business ’’; to try to do so brings us 
back to the vicious circle which applied to the case of taking 
total value inclusive of goodwill, etc. Earnings to an accountant 
are simply money revenues from operations minus the cost of 
performing those operations. There is an outflow of money costs 
to be classified (the labels used in the classification tree are 
wages, power, materials, components, finished articles, and so 
on) and linked up with the inflow of money revenues. The 
product flows out to the customer, a legal claim for money flows 
into the business as revenue. It is costs we deal in, not values. 
Some costs we attach to bits of material, writing them off when 
the material is sold; others we attach to the calendar and write 
off according to lapse of time. There are complications in this; 
and there are, in my view, some illogicalities and errors in com- 
mon accounting practice; but what we aim to do is simply 
what I have stated, to find the surplus of revenue over expired 
costs. ‘To do this one may have occasion to refer to the incidence 
of values—of raw materials for instance—but figures of value are 
not used as such; they are merely an aid in cost apportionment. 
Finally, I may comment on the concept of capital as it con- 
cerns the accountant. There are several meanings attached to 
the word “ Capital,” a variety arising principally out of legal 
requirements in relation to joint-stock companies and the like. 
However, the accountant’s general idea of the capital of a business 


1 Cf. Fisher, op. cit., p. 264, where the view appears to be expressed that this 
method is that employed by accountants. Nothing could be further from the 
truth as to ‘‘ accounting ordinarily employed.”’ 
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at any time is the amount of the original contributions by the 
proprietors or shareholders plus earnings less withdrawals or 
dividends up to that time. This means that capital is equal to 
the cost of the assets comprising the business undertaking less 
the business liabilities. This is the amount invested in the 
business (without adjustment for changes in the value of the 
business as a whole). It is to be noted that this figure will 
include liquid assets, and that these may be surplus to the require- 
ments of the operating business. Whilst a balance sheet may 
show figures of securities held and cash at bank, these will not 
be distinguished as surplus funds. The accountant is “‘ account- 
ing” for the whole funds of the proprietorship entity. Though 
he is aware of the distinction between business capital and 
surplus capital, these are together the accountant’s capital figure, 
and the profit of a concern is the total of its operating and its 
financial earnings. Obviously, statistics of industrial profits 
could be vastly improved if there were any method of collating 
these separate figures—operational and financial. 

It would seem likely that economists might find it more 
useful for their purposes to think of “ capital ” in terms of “‘ real ” 
things, or at values computed at prices ruling in a base year, or 
perhaps at replacement cost. The difference in attitude is clear 
and unexceptionable. The accountant’s measurements are an 
approach to an “ absolute ” representation of facts (aside from 
inevitable guesswork), whilst the economist uses “ relative ” 
figures in order to attain his own object—comparison. This 
difference compares with that between the figure of money turn- 
over for a particular firm, and a national index figure of pro- 
ductivity, wherein the “ absoluteness ” of this cash amount is 
lost in the repricing of output, which, though it facilitates com- 
parison, brings in the inevitable arbitrariness attached to index 
figures. A profit and loss account is an objective representation 
of fact to a greater extent than is a statistical statement of 
National Income and Outlay (if degree of objectivity is an admis- 
sible notion). 

The reader may well wonder how an accountant views wind- 
fall profits and ‘“‘ windfall” losses; what is the proper accounting 
treatment of lost capital (such as the cost of an abandoned mine- 
working) and how secret reserves, contingency reserves and the 
like fit into the picture. These and many other problems cannot 
be dealt with here. Anyone who is puzzled by them, and by 
apparent illogicalities in accountancy procedure (and some of 
them are real, not merely apparent, illogicalities) may find it 
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difficult to conceive of the existence of any common ground 
shared by economics and accounting. But if the conception of 
accounting as concerned with costs rather than with values (or 
with “real” capital) is appreciated by economists in its broad 
outline, we shall have reached a basis from which the various 
difficulties can be cleared up. In this process of clearing up, I 
am confident that economic science and accounting technique 
will each benefit considerably. It appears to me that economists 
have neglected the idea of the income of the individual, and that 
they may find it useful to re-examine their ideas of the relation- 
ship between income and economic activity in the light of this 
microscopic—the individual—scale, instead of the macroscopic— 
the national scale, in which important effects may lie unperceived 
beneath the sweep of broad generalisation, or remain hidden by 
the distorting influence of the devices used in the cause of com- 
parability. Accountants, on the other hand, would do well to 
consider whether they can help the economist in the preparation 
of statistics by providing more accurate and more informative 
accounts so far as lies within their power. Uniformity of pre- 
sentation of results is doubtless the feature which needs most 
attention by accountants; that, I suspect, would be the judg- 
ment of most statisticians.1 A sounder appreciation of the 
economic concepts which underlie accounting procedures would 
lead, I am convinced, to an improvement in those procedures. 
All this will be promoted by an exchange of views between our 
respective professions; an exchange which is long overdue. It 
is my hope that members of both professions will turn their 
attention to the fascinating problems which confront us. 
Harry Norris 


1 The chairman’s speech printed as an accompaniment to the 1943 accounts 
of Imperial Chemical Industries, Ltd., gives figures, not previously published, 
of the group’s trading results for the preceding year (ended December 31, 1942). 
These may be summarised as follows : 

£ million £ million 
Wages, Salaries, etc. ‘ 5 : - 30-5 Gross Earnings - 105 
Materials, Freight, Maintenance, Adminis- 


tration, Sales Expenses, etc. ; . 56 Miscellaneous Revenue 1-5 
Obsolescence and Depreciation . - 85 
90 
Taxes . : ; : ‘ : . 125 
Dividends . ; ; ; : cs 
Reserve—Undistributed profits 1 


106-5 106-5 
It is, of course, quite exceptional for a company to publish figures of this nature— 
or even to prepare them in this form for the management’s own use. Prima 
facie, it is almost exactly this form which would most suit the statistician if it 
were widely used. 














REVIEWS 


Omnipotent Government. By Lupvie von Mises. (New Haven: 
Yale University Press, 1944. Pp. ix + 291. $3.75.) 

Let the People Know. By Norman Ancett. (New York: 
Viking Press. Pp. viii + 244.) 

Po.iticaL Economy used to be the title of what is now more 
often called Economics, and Professor von Mises’ new book, 
though it does not discuss economic theory directly, and though its 
subject is the development of the modern State, particularly in 
Germany, is emphatically a work on political economy. For it is 
an analysis of the State in terms of its deviation from the norm of 
laissez faire. Itis a study in political pathology and its conclusions 
are necessarily pessimistic, since what is, to its author, the disease 
of State control of industry—whether in the full-blooded forms of 
Russian communism and Nazi Zwangswirtschaft or in the milder 
forms of tariffs, currency control and social legislation—has already 
gone so far in all States. 

If the author’s economic theory dominates the whole of his 
analysis of the development of German, and European, national- 
ism, it is supported by a range of knowledge and an acuteness of 
perception which compel serious attention to Professor von 
Mises’ interpretation of events. No Englishman could pretend 
to the same intimacy with the politico-social structure of modern 
Germany, and the author’s Austrian nationality adds to this 
intimacy a quality of detachment which makes his views par- 
ticularly interesting and valuable. But, apart from his special 
qualifications in relation to German conditions, Professor von 
Mises here discusses all the main problems created by the growth 
of nationalism and éfatisme and has many challenging things to say 
about them all. 

It would be easy to select particular points of controversy in 
the account given here of Germany’s development. The easy 
dismissal of a crudely stated Marxian theory of the relation 
between German heavy industry and German militarism (pp. 
43 and 132-3) ignores many facts about the support given to the 
nationalist propaganda leagues by German industrialists and is, 
itself, vitiated by crediting these industrialists with a long-term 
enlightenment of view which few of them possessed. The 
failure of German liberalism is insufficiently explained, because 
the forces opposed to it in German society are insufficiently 
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analysed and the conversion of many of its leaders to Bismarck’s 
étatisme insufficiently emphasised. There is a certain partiality in 
the author’s tenderness to the weaknesses of German liberalism. 
There is, too, a certain malice in his analysis of the political 
character and influence of the German Social Democrats—but 
there is also very much that is acute and valuable. The picture 
of the rank and file of the workers of Germany before 1914 has its 
bearing on our own Labour Party. ‘‘ They were delighted with 
the steady rise in their standard of living, which they attributed 
not to the working of capitalism but to the activities both of 
trade-unions and of the government. They ventured no attempts 
at upheaval. They liked the revolutionary phraseology of the 
Social Democrats because it frightened the capitalists. But the 
glory and splendour of the Reich fascinated them. They were 
loyal citizens of the Reich, his Majesty’s loyal opposition.” 

For Professor von Mises Nazism is but one variant of the 
current systems of éatisme, and Hitler’s success might have been 
that of one of his rivals—Kapp, Ludendorff, Strasser—if any of 
these had been equally uninhibited. Yet, though he will not 
admit that it is a product of German character, Professor von 
. Mises recognises the extreme danger which Nazism presents to the 
rest of the world, and is prepared to recommend thoroughgoing 
methods to prevent its revival after defeat. ‘‘ This is total war. 
It is not merely the destiny of a dynasty or a province or a country 
that is at stake, but the destiny of all nations and civilisations. 
. . . There is but one means to save our civilisation and to preserve 
the human dignity of man. It is to wipe out Nazism radically and 
pitilessly.” 

Yet the section on “ The Future of Western Civilisation ”’ has 
as its sub-title “The Delusions of World Planning,” and the 
substance of Professor von Mises’ recommendations is that the 
nations should recreate a condition of free co-operation (and 
competition) with a free market, and that this can only be done, 
as between the democratic countries, by giving to an international 
central government powers of the same order as those now enjoyed 
within its national territory by the central Government of each 
State. Any “ legalistic” solution of a federal kind, such as that 
of Clarence Streit, will be insufficient, since it leaves open the 
possibility of economic wars between the member States. Pro- 
fessor von Mises is well aware of the fact that the transfer of their 
sovereignty by the democratic States to an international govern- 
ment is very unlikely in the near future and, for this reason, his 


conclusions are pessimistic. ‘‘ Liberalism is unpracticable be- 
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cause most people are still too unenlightened to grasp its meaning.” 
Since this is so, Europe, in particular, is faced with disaster. 
The book ends, “‘ If the international division of labor is to dis- 
integrate, Europe can only feed a fraction of its present-day 
population, and those only at a much lower standard. Daily 
experience, rightly understood, will teach the Europeans what the 
consequences of their policies are. But will they learn the lesson ? ” 

The rigidity of this writer’s economic orthodoxy, his desire to 
create a supranational democratic State, whose main function in 
an age of planning would be to “ unscramble ”’ all the arrange- 
ments of the planners, give his book a certain air of unreality 
which is not lessened by the one political construction to which 
he commits himself—an Eastern Democratic Union in which 
twenty or more languages would all enjoy equal status. Yet, 
precisely because Professor von Mises sets himself in direct opposi- 
tion to the current of events and ideas, his book is provocative of 
thought and is at least a healthy corrective to over-confidence in 
the results to be achieved in the political and economic spheres by 
the most carefully thought-out Grand Design. 


“The aim of this book,’ writes the author of Let the People 
Know, ‘is to present and answer the questionings, doubts and 
misgivings about the war, its causes, origins and outcome which 
are present in the minds of immense numbers of average Main 
Street Americans.” Mr. Angell’s general position—that of a 
Liberal-Socialist—is well known, and, if this book is propaganda, 
it is that of a responsible writer with a deep respect for truth. 
The isolationist case is clearly put, and Mr. Angell is never con- 
sciously unfair to bis opponent in argument. 

Much of the book is a restatement of the very strong, if familiar, 
case for collective security, with Manchukuo, Abyssinia and 
“‘ appeasement ’’ as illustrations. Mr. Angell deals effectively 
both with the pseudo-pacifists, who attacked all supporters of 
collective security as war-mongers, and with those Socialists who 
try to ignore the fact that, in this war as in tbe last, nationalist 
sentiment, even in Russia, has proved far stronger than socialist 
ideology. In particular he rebuts Professor Laski’s contention 
that “‘ the reverse in Libya is an-epitaph upon a system. It is the 
natural and logical outcome of the effort to wage a revolutionary 
war without revolutionary means.” It is not difficult to answer 
that the correlation between military success and revolutionary 
ardour is not as simple as all that, and that the greatest act of 
“‘ appeasement ”’ was the Russo-German pact of 1939. 
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One of Mr. Angell’s chapters—“‘ Words that are Assassins ”’— 
is devoted to a defence of the British against the charge of imperial- 
ism. As it is here presented, the British Empire is a little too 
good to be true, and, even as propaganda, it would have been 
more effective if the portrait had been painted “‘ warts and all.” 
For the charge of exploitation is not met simply by a defence of 
British policy in the sphere of public finance. It is the less 
admirable manifestations of private enterprise, as well as official 
policy towards native populations and their land, which make 
Mr. Angell’s defence seem superficial. 

Mr. Angell’s conclusion that “our first task is to end the 
international anarchy; to put our collective power behind law, 
the law against violence and aggression” is unexceptionable, 
except perhaps in its use of the word “law,” where “ moral 
ideal’ might be more accurate. For it is precisely in the lack 
of any system of international law, and of any universally acknow- 
ledged international authority, that our problem lies. Mr. 
Angell recognises the difficulty of establishing such an authority. 
He pleads for the retention of existing State systems as the basis 
of a more universal Society of Nations. But he is perhaps not 
much clearer than the rest of us about how to bring this 
Society into effective being, and it is difficult not to see angry 
nationalist faces, and hear passionately prejudiced voices shouting 
down the reasoned statement which Mr. Angell presents. The 
_ ultimate problem of diverting the passions, which now find 
satisfaction in nationalism, to the support of an international 
organisation is not discussed in these pages. Indeed, the title of 
the book—Let the People Know—implies that ignorance rather 
than emotional prejudice is the worst enemy of peace. That the 
two often go together is undeniable, but the names of Hearst 
and McCormick suggest that an emotional attitude more than lack 


of knowledge is at the root of our difficulties. 
E. J. PAssant 
Cambridge. 


The Displacement of Population in Europe. By E. M. KuLiscHer. 
(Montreal: International Labour Office, 1943. Pp.iv +171. 
6s.) 

Post-War Migrations: Proposals for an International Agency. 
(New York: The American Jewish Committee, 1943. Pp. 
53.) 


THE International Labour Office, undeterred by the statistical 
dim-out, has performed a notable service in publishing this factual 
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study of enforced migration of peoples in Europe during the course 
of this war. The quiet academic title of Mr. Kulischer’s book 
gives an inadequate indication of his real theme. In the sober 
language of a White Paper, he sets out the details of one of the 
most heinous crimes in history—the conversion of Europe by 
the Nazis into a vast slave plantation where more than 30 million 
people have been transplanted or torn from their homes since the 
beginning of the war. Even this stupendous figure is an under- 
estimate, for Mr. Kulischer takes us only to the beginning of 
1943. Moreover, as the author points out, the calculation takes 
no account, for example, of the transfers of workers within the 
frontiers of individual countries, and it certainly under-estimates 
the extent to which the Nazis have redistributed labour as between 
the various occupied countries. If information about these and 
other omissions were taken into the picture, it is estimated that 
the grand total of the uprooted would be over 40 million. 

The study divides itself into three parts: the migration of 
German people; the movements of peoples other than Germans, 
including, as a special category, the Jews; and the mobilisation 
by the Nazis of foreign workers for the Reich. 

On October 6, 1939, Hitler announced his intention to resettle 
within Germany all German people living outside its borders. 
The Fiihrer needed these people to Germanise territories wrested 
from Poland, to add to the Reich’s supply of man-power, and to 
furnish realisable assets abroad from the property of these 
prodigal sons of the Fatherland. By the end of 1941 about 
100,000 of these “exiles”? had arrived in Greater Germany; 
but, far from being “ethnical Germans ’”’, a number of them were 
Estonians, Latvians, Lithuanians and Ukrainians. Whatever 
else it was supposed to do, the scheme certainly did not do away 
with minorities. Mr. Kulischer brings evidence that ‘‘ even at 
the outset no break with the traditional policy in regard to minori- 
ties was contemplated, that the repatriation was purposely 
restricted to the Italian and Soviet spheres of interest, and that 
German minorities living within the territories of less powerful 
states were intended to stay at their posts to serve as the bulwarks 
of German expansion.” In addition to this inflow, there was the 
outward traffic of German civilians to the conquered territories for 
trade, administrative, police and other purposes. Like a plague 
of locusts they descended on Bohemia—Moravia, Slovakia, the 
Incorporated Polish Provinces, the General Government, Den- 
mark, Norway, Holland, Belgium, France and occupied Eastern 
territories. It is estimated that this overflow of German civilians, 
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including those who went to south-eastern Europe and neutral 
countries, amounted to 2} million. 

Chapters II and III of this book, which show in detail how the 
“ master race’ handled the “lesser breeds,” deserve to be widely 
read and digested. A few examples may be taken from the 
remarkable table included at the end of the book. From Poland 
1,327,000 war prisoners and workers were taken to the Reich, 
and 182,000 workers to German-occupied Soviet territory. Into 
the General Government were herded 170,000 Jews from the 
Reich, 200,000 Jews from western occupied countries, and 
1,660,000 (including 460,000 Jews) from the Incorporated Pro- 
vinces of Poland. France also has been made to suffer grievously. 
300,000 people from Alsace Lorraine and 1,900,000 prisoners and 
workers from the rest of France were moved into the Reich. 

When we reflect on these diabolical acts, it becomes clear that 
the Germans have been waging a ruthless and systematic biological 
warfare designed to break the backbone of these nations; and we 
can have no illusions about what they would have done to the 
population of this country if they had had the opportunity. 
Mr. Kulischer does not deal with this grim aspect of the subject ; 
but no reader can avoid the conclusion. The Nazi slave economy 
has had a double purpose: it has harnessed the labour force of 
occupied Europe to the German war machine, while at the same 
time inflicting the maximum long-term injury on the populations 
of the neighbouring freedom-loving countries. The good Nazi 
will derive comfort from the hope that, though Germany has 
lost the military war, her achievement on the biological front will 
bring dividends in the next few decades. 

The Preface to this book emphasises that its results must 
necessarily be preliminary and provisional. There is no reason 
to think that the picture given is not accurate in its broad out- 
lines; but we may hope that fuller statistical information will 
soon be available. The future stability of the Continent depends 
very much on how successfully this problem of the up-rooted 
civilians is tackled. In his concluding paragraphs, the author 
rightly points out that ‘‘ the suspension of migration movements 
was a serious handicap to pre-war Europe. Unless these move- 
ments are resumed in an ordered manner, it will not be possible 
to solvethe problem of war and pre-war refugees, and this problem 
may be further aggravated by a fresh wave of enforced migration.” 


The pamphlet Post-War Migrations, published by the 
American Jewish Committee, presents a symposium of the pro- 
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nouncements of high authorities on the future of migration, 
including President Roosevelt and Pope Pius XII. The keynote 
of most of these papers is that the enormous refugee problem, 
particularly that of the Jews, must be approached as part of the 
re-establishment of ordered international migration and that the 
latter can be achieved only through a special international 
organisation. The difficulties will be immense; and one must 
guard against facile optimism. In his Preface to this pamphlet, 
Mr. Max Gottschalk makes the point that ‘“ four potential receiv- 
ing countries—Brazil, Argentina, Canada and Australia—which 
cover an area of eleven million square miles, as compared with the 
three million square miles of the United States, are inhabited by 
not more than seventy-three million people. It has been con- 
servatively estimated that Brazil alone can absorb more than 
four hundred million people.” Simple figures of density per 
square mile prove very little; and the estimate given of the 
absorptive capacity of Brazil begs a host of questions. It is 
clear that, if there is to be a sound peace settlement, the leading 
countries will have to take bold policy decisions which will 
enable international migration to be resumed on a substantial 


scale. 
; BriInLEY THOMAS 


London. 


The Structure of Soviet Wages. By ABRAM Bercson. Harvard 
Economic Studies No. 76. (Cambridge, Mass.: Harvard 
University Press (Oxford: University Press), 1944. Pp. 
256. $3.50.) 

The U.S.S.R. An Economic and Social Survey. By S. P. Turin. 
(London: Methuen & Co., 1944. Pp. 220. 16s.) 


THE proportion of the books published in English on Soviet 
economics which make any serious contribution to knowledge is 
remarkably and lamentably small. That is why Professor 
Bergson’s scholarly work is such a treat. 

In this study the author has set himself to make a careful and 
detailed investigation into the degree of inequality in the earnings 
of Russian workers at certain critical dates. The material is 
drawn from official statistics of wages and earnings, which Professor 
Bergson has closely examined at first-hand. Degree of inequality 
is, of course, an imprecise expression; and the choice of any 
particular quantitative measure of inequality is necessarily 
arbitrary, and must reflect an implied judgement as to what kinds 
of inequality matter most. The measure which Professor Berg- 
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son has chiefly used in this study is the quartile ratio, i.e. the 
ratio of the earnings of the worker whose earnings are higher 
than those of 25% and lower than those of 75% of the workers, to 
the wage of the worker whose position in the frequency distribution 
is the opposite. Such quartile ratios are calculated for a con- 
siderable number of industries for dates in 1914, 1928 and 1934. 
As between the first two dates, the ratios show a marked and 
consistent increase. Of eight industrial groups studied, only one 
shows a lower figure in 1928 than 1914. The most marked increase 
is found in the leather and shoe industry group, where the ratio 
rose from 38-5% in the earlier to 53-7% in the later year. It is 
not entirely clear from Professor Bergson’s pages whether his 
calculations include the wages of juveniles: the presumption is 
that they do. The omission or inclusion of juveniles would not, 
of course, affect comparisons between the ratios at different dates, 
unless the proportion of young people employed in industry 
changed significantly in the period under review; but the point 
needs to be borne in mind in forming a judgement from these 
figures of the degree of inequality of earnings that obtained at 
any given time. For five of the eight industries studied Prof. 
Bergson has made separate calculations of the ratios for adult 
males only. These give rather different figures; but the equali- 
tarian trend as between 1914 and 1928 is still quite pronounced. 

By 1934 this trend had been reversed, though the degree of 
inequality had by no means reverted to the standard of 1914. 
For this later comparison the materials were more abundant, and 
Professor Bergson has extended his work to cover twenty-six 
industrial groups. The average change in the quartile ratios for 
these industries between 1928 and 1934 (disregarding sign) was 
3-5%; as compared with 7 to 8% between the two earlier dates. 
In seventeen of the twenty-six industries the change was in a 
downward direction, and in only three cases was there any large 
upward movement. 

One of the most interesting incidental results from a study of 
Professor Bergson’s figures is the remarkable constancy of the 
relative degree of inequality obtaining in different industries. 
If the industries studied are arranged in the order of their quartile 
ratios, there are astonishingly few changes in the order of the 
table at any of the three dates. Considering what the author 
calls the “‘ tumultuous events ” that occurred during the period 
of his review, it is certainly notable that the distribution of earn- 
ings between the better and the worse paid should have been 
consistently less unequal in cotton than in linen production, and 
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less unequal again in the linen industry than in the sawmills and 
furniture factories; and soon. The elements of stability in our 
apparently tempestuous economic experience are always a 
fascinating study. 

Professor Bergson’s book includes also a further, and a most 
daring, statistical venture. This is a comparison of the quartile 
ratios in certain Soviet industries in 1928 with corresponding 
figures for the U.S.A. in 1904. The choice of these dates is 
dictated by the author’s judgement that the technical develop- 
ment of the Soviet economy in 1928 was more or less equivalent— 
at least in the industries studied—to that of the United States 
twenty-four years earlier. In both, for instance, glass-blowing 
was still mainly a craft industry, not yet revolutionised by the 
Owens machine. Professor Bergson is well aware of the cautious 
scepticism with which, at best, inference from data so widely 
separated in time, space and cultural background must be treated. 
But for what they are worth his results show that the quartile 
ratios in the industries studied in the U.S.A. in 1904 differed 
on the average by not more than 5-4%, from those of the U.S.S.R. 
in 1928, the distribution in each American industry being more 
often than not slightly, but only slightly, more unequal than that 
of its opposite number in the U.S.S.R. Ifa Soviet revolutionary 
could have had a pre-view of these figures in 1917, would he 
have thought twice about his coming expenditure of blood, sweat 
and tears ? 

This short review cannot give an adequate picture of all the 
many points of interest upon which Professor Bergson’s work has 
thrown light; such, for example, as the extent to which ration- 
ing, the various systems of differential prices, and the award of 
privileges to favoured groups, have from time to time modified 
the pattern of inequality which would be inferred from figures of 
money wages alone. On the question (which excites so much 
popular interest) of the overall inequality of Soviet incomes from 
top to bottom, Professor Bergson quotes figures for 1934 showing 
that the highest-paid Soviet worker then earned more than 28-3 
times the income of the lowest paid. 

In his few last pages the author relaxes a little the austerity 
of his statistical enquiry, and gives himself the luxury of a few 
speculations about Soviet wage policy and its motives. Evidence 
that the same principles have in great measure determined wages 
in the Soviet socialist economy as in its capitalist neighbours 
abounds in the preceding chapters. Nevertheless Professor 
Bergson does not think that the last word has yet been said. 
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“The abandonment of equalitarianism in the U.S.S.R. did not 
finally discredit it. . . . The possibilities of equalitarianism in a 
period less turbulent than the years 1918-31 in Russia are yet to 
be probed.” 


If little space is left for Dr. Turin’s book, this must not be in 
any way interpreted to its discredit. For this, too, is a work of 
serious informative value. But it is not a book that can be 
reviewed in detail, any more than it can be read consecutively. 
It is in fact a handy reference book of economic and social data on 
the U.S.S.R. down to 1937. The survey includes basic figures on 
population and ethnological composition, and a rapid tour of the 
principal economic regions of the country, with short factual notes 
on their main economic characters. A large, indeed the largest, 
section of the work is occupied with statistics of production for 
half a dozen major industries and their satellites. In each case, 
comparative figures are given for 1913, though the author has 
not set out, as might have been wished, planned estimates against 
the statistics of actual achievement. Useful appendices include 
the model rules of an agricultural collective and a diagram of the 
governmental structure of the Union, which gives an impression 
of great administrative tidiness. 

In short, Dr. Turin has collected a fine store of raw materials, 
on which the prophets, the makers of opinion and all who are 
attempting a serious critique of the Soviet experiment, should 
be glad to draw. He has not himself embarked, except very 
occasionally, upon the processing of these materials. It would 
perhaps have been kinder to the book-buyer to dress the book 
more obviously in the style of a work of reference. 


BARBARA WooTTON 
London. 


Economic Destiny. By R.G. Hawrrey. (London: Longmans, 
Green & Co., 1944. Pp. 388. 21s.) 


Mr. Hawtrey holds a somewhat detached position among 
contemporary writers on economics. An essentially academic 
economist, he is attached to no teaching University, but looks 
out over the world from the Olympian heights of the Treasury. 
He has developed and consistently maintained without sub- 
stantial modification a system of thought of his own—the fruits 
of a very acute and untrammelled mind, and he has been one of 
the pioneers in the establishment of that emphasis on the import- 
ance of the level of effective demand which has come to play so 
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large a role, and has exercised such a revolutionary influence on 
the development of economic science. 

In this lengthy, and, it must be confessed, somewhat dis- 
cursive, volume, he sums up for us the results of more than 
thirty years of study and reflection on the working of the economic 
system, especially on its monetary side. If in the first half of 
the book he seems to be travelling over familiar ground, this is 
partly because he himself in his earlier writings has originated 
many of the ideas which are re-stated here in a more popular and 
less technical form. Partly also, the economic and _ political 
history of the inter-war period which he treats at considerable 
length is by now so well known that it is difficult to add much 
that is new. Nevertheless, the reader who is willing to study 
this part closely will find on almost every page comments and 
flashes of interpretation which reflect the original, highly inde- 
pendent mind of the author and which throw fresh light on the 
point at issue. 

In the latter part of the book Mr. Hawtrey is mainly thinking 
of the future of our economic system—our Economic Destiny, in 
the words of his title. Will our traditional system of private 
enterprise based on the profit motive (he terms this competitivism) 
survive, or will it be replaced by collectivism in one or other of 
its forms? Nothing that has happened in the inter-war period 
has shaken his faith in properly handled monetary control to 
prevent the trade cycle from getting out of hand under com- 
petitivism and leading to mass unemployment. His flag is 
nailed, not to the mast of public works or unbalanced budgets, 
but to that of banking policy and the rate of discount. Provided 
that the correct banking policy is adopted, and that there is an 
extension of State control in certain directions, competitivism is 
still capable of functioning with a high degree of efficiency and 
can continue to “ deliver the goods,”’ as it unquestionably did 
in the nineteenth century. This favourable verdict presupposes 
that we can find means to avert the continuous menace of total 
war and the concentration of economic effort upon organised 
force, and that we can solve the difficult problems of wages and 
profits, accumulation, and international trade in the future; and 
to each of these topics in the post-war world he devotes a chapter. 
But granted that competitivism can work, the further question 
arises whether it will work. Mr. Hawtrey shows how deeply the 
long-continued and ever-extending attack on the profit motive 
as the main incentive of the system has undermined its position 
in the minds of those whose co-operation is essential to its success- 
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ful operation. He poses, but leaves the future to answer, the 
question whether labour in particular will be content to adopt 
such a wage policy under competitivism as will make it possible 
for the system to work smoothly and efficiently. 

The four chapters XIX to XXII are among the most interest- 
in the book, for there the author examines, with complete 
objectivity, collectivism as the alternative form of economic 
structure, and discusses such vital matters as the bearing of 
collectivism on democracy, liberty and originality, employment, 
international relations, etc. He rightly stresses the fact that 
collectivist planning for industrialisation in a backward country, 
or for war, is an entirely different matter from planning to increase 
welfare, and he throws much interesting light on some of the 
problems which would confront a collectivist State in the latter 
task. He insists that “the ends that constitute welfare are 
multifarious,” so that there is no simple single end towards which 
the planning activities of the State can be directed. He devotes 
a good deal of space in different parts of the book to analysing 
the meaning and significance of the concept of welfare, and 
whether one agrees with him or not, what he says is very 
stimulating and makes a real contribution to this highly contro- 
versial topic. 

The reader who is an economist and is already familiar with 
the writings of Mr. Hawtrey may be recommended, in the first 
instance, to begin with the final chapter of conclusions, and then 
to go back and read from Chapter XII to the end. This is by 
no means to say that the book does not well repay reading from 
start to finish, but there is a risk that not all who start will stay 
the course, and those who miss the latter part of this book will 
have deprived themselves of much ripe wisdom and a real intel- 


lectual feast. 
C. W. GuILLEBAUD 
St. John’s College, 


Cambridge. 


British Finance, 1930-1940. By WattEer A. Morton. (Uni- 
versity of Wisconsin Press, 1943. Pp. 356. $4.00.) 


In this country the word Finance is apt to be taken to mean 
Public Finance. But this book is concerned only to a small 
extent with budgetary problems. Its main theme is the monetary 
and banking policy of Great Britain from 1930 to 1940 and the 
effects of this policy on our foreign and domestic trade and 
economic conditions in general. 
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Part I, The Financial Crisis, deals with the causes and 
immediate consequences of our departure from the gold standard 
on September 21, 1931. Part II, International Finance, is con- 
cerned chiefly with the foreign exchanges and international trade 
during the decade under review ; while Part III, Domestic Finance, 
deals with banking and monetary policy, with special reference 
to the effects of cheap money on the capital market. 

Throughout his book Professor Morton takes into account the 
political factors which influenced, and in some cases to a large 
extent determined, policy in the economic field—a fact which 
adds greatly to the interest of this survey, as also do the frequent 
references which he makes to the contemporary but very differently 
conditioned recovery in the United States. His account of the 
sequence of events which led up to the abandonment of the gold 
standard in September 1931 is the most balanced and impartial 
that has yet appeared. The author would appear to have no 
axe to grind; he is concerned neither to praise nor to condemn 
the Labour Party for its action (or perhaps more truly, its inaction) 
during those critical weeks, with the result that his very interesting 
story, for example, of the part played by British and American 
banks in the suspension of gold payments by this country, 
carries with it a measure of acceptance which is apt to be denied 
to more ex parte statements. 

In the section on International Finance, Professor Morton 
is concerned to bring out the underlying causes which were 
responsible for movemenis of prices, foreign trade and the 
exchanges, and he shows how wide of the mark were many of 
the current views held on these matters: ‘‘ Indeed, the signi- 
ficant fact is that practically all of the automatic exceptions were 
erroneous and destructive : the automatic relation between gold 
and credit; between gold and prices; between the volume of 
credit and prices; between fixed exchanges and fixed price levels ; 
berween the gold standard policy and public works policy ” 
(p. 146.) 

In the last, and in some ways most interesting, part of this 
book Professor Morton examines the claim that the British 
economic recovery after the slump of 1930-32 was chiefly due to 
deliberately induced low rates of interest. He admits, on 
theoretical grounds, that in industries such as housing, railways 
and electricity supply, where capital turnover (computed by 
dividing sales by capital) is low, interest rates may constitute an 
important item in costs. But a detailed examination of invest- 
ment in these three industries during the recovery seems to show 
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that interest rates were only a minor clement in causing expansion. 
In the most important of these—housing—other factors, such as 
the accumulation of demand, shifts of population, low building 
costs apart from those arising from capital charges, and the larger 
surplus above necessities left in the hands of the workers owing 
to the rise in real wages, together played the major réle. After 
making all allowances for the good psychological and other effects 
of the low interest rates, he concludes “‘ that cheap money may 
have done a little good, and that it certainly did no harm, but it 
still was not a powerful force in the British recovery.” 

Professor Morton has written a very useful and informative 
book, which deserves to be widely recommended to British 
students of economics. It is true that he does not set out to make 
any contribution to economic analysis as such, but he is well 
abreast of modern economic thought, his documentation is 
accurate and well selected, and his comments throughout are 


intelligent and judicious. 
C. W. GUILLEBAUD 
St. John’s College, 


Cambridge. 


International Trade Policy. (Report of the International Trade 
Policy Committee of the Federation of British Industries, 
February 1944.) World Trade. (Report of a Sub-Committee 
on Post-War International Trade to the British National 
Committee of the International Chamber of Commerce, 
February 1944. Pp. 60.) 


Wuite laying stress on the need for the continuance of private 
enterprise, the Committee of the F.B.I. holds that “ market 
forces cannot be relied on automatically to establish equilibrium 
in international trade. The choice is the return to the jungle 
law of unregulated competition or the adoption of conscious 
planning to raise world prosperity.’”’ There should be an Inter- 
national Economic Council entrusted with the duty, inter alia, 
of guiding world trade to channels where it would most benefit 
producer and consumer. The Committee is clear about the 
urgent need for increasing British exports, but it contends (under 
the heading Long Term Economic Policy) that “ uncontrolled 
imports cannot be permitted,” and recommends quantitative 
control by licensing, experience having shown that our past 
tariff system ‘‘ was not sufficiently flexible and rapid and did 
not permit British industries to plan production sufficiently far 
ahead.” ‘The Keynes Currency Plan comes in for a pat on the 
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back, in contrast to the White Plan which is regarded with sus- 
picion, because “ it is felt that it would be unwise for Britain to 
attach her monetary policy too closely to gold.” 

The Report of the Sub-Committee of the International 
Chamber of Commerce is a much more comprehensive as well 
as more closely reasoned document. Unlike the F.B.I., it is 
thinking of the world as a whole, and not primarily of the manu- 
facturing interests of Great Britain. 

At a number of points its recommendations are opposed to 
those of the F.B.I. Thus it is in favour of gold as the foundation 
for an international unit of account. . It repudiates most strongly 
import quotas and deprecates high tariffs. It stands for the 
restoration of a world market and the re-establishment of the 
operation of comparative costs as the governing principle in 
international trade: ‘‘ The interest of the consumer is in general 
that each commodity should be produced in those places where 
the cost of its production promises to be least. Public policy 
should not hamper international trade.” It makes, however, the 
proviso that competition should, so far as possible, be “fair,” 
both as between rival producers and to consumers and the labour 
employed. It suggests that the principal governments should 
adopt an economic code of good neighbourly conduct, whose 
chief purpose should be to ensure the restoration of fair “ national 
treatment ”.and “a period of stability and neighbourly self- 
restraint in the imposition of new tariff barriers.”” Whereas the 
F.B.I. is opposed to unconditional most-favoured-nation treat- 
ment so far as commercial trading is concerned, the International 
Chamber regards it as axiomatic that this system should prevail 
between all States who are signatories of the proposed economic 
code, though it should not apply as between signatories and 
non-signatories. 

In a supplement to the Report, dealing with the future of 
British export trade, it is laid down that ‘‘ The United Kingdom’s 
interest demands a liberal policy of pursuing, in conformity with 
the Atlantic Charter and other commitments of State, the maxi- 
mum practicable expansion of world trade and opening of the 
world’s market to the competition of United Kingdom exports 
on their merits, and the maximum practicable improvement in 
the efficiency of production and sale of these goods. . . . The 
growth of the United Kingdom’s exports which must accompany 
the restoration and raising of its real average standard of living 
cannot be obtained by attempting to seize a greater proportion 
of a world trade which fails to expand.” 
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Altogether, the difference in the angle of approach of these 
two bodies to the problems of international trade comes to light 
in a very interesting manner in their respective reports. 


, C. W. GUILLEBAUD 
St. John’s College, 


Cambridge. 


The Theory and Practice of Central Banking, 1797-1913. By 
E. V. Morean. (Cambridge University Press, 1943. Pp. 
xi + 252. 15s.) 


TuHE title of this work is not very well chosen. Its field is 
restricted to English Theory and the Bank of England, and on 
the other hand it ranges far over the field of currency and bank- 
ing in directions where they have very little bearing on central 
banking. 

A statistical investigation into the balance of payments in 
the years 1805-21 (pp. 27-31) is interesting and valuable, but 
its only connection with central banking is that it may throw 
light on the adverse exchange position which the Bank of England 
ought to have regarded as its concern—but did not. 

The analysis of Government expenditure from 1790 to 1816 
(pp. 32-4) is more relevant. Mr. Morgan includes among the 
functions of a modern central bank that of acting as banker to 
the Government, and the advances from the Bank of England 
to the Government in those years were of the first importance. 
But he does not include those advances in his statistical table. 
And his analysis of Government borrowing proceeds on the very 
strange assumption that borrowing for the payment of interest 
on the debt would not be inflationary. Mr. Morgan’s analysis of 
events in the restriction period, in many respects well handled, 
suffers from a failure to take account of monetary developments 
of the Continent, particularly the crises of 1799, 1811 and 1818. 

The four chapters covering the period 1821-57 are perhaps 
the best part of the book. Mr. Morgan is here covering ground 
which to most of his readers will be familiar, but he makes very 
good use of the ample material available, and presents a clear 
and convincing picture in concise form. His summary of the 
currency and banking controversy is admirable. 

For the years 1858-1913 his treatment is less satisfactory. 
Not that he has not extracted some interesting detail, especially 
about the occasions on which measures were taken to make 
Bank rate effective. But this period called specially for an 
international outlook. And the English material for a history 
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of central banking theory is very meagre. After Bagehot there 
was little controversy about the functions and responsibilities 
of the Bank of England. Monetary theory had hardly gained a 
place in academic study, and Marshall, in his evidence before the 
Gold and Silver Commission, was only making a beginning of 
adapting the general principles of competitive marketing to the 
specialised field of discount policy and the quantity theory. He 
did not go far towards determining the responsibilities of a 
central bank. 

It is not Mr. Morgan’s fault that the theoretical side of his 
subject peters out. But it is a mistake to attempt to deal with 
central banking in the period intervening between the foundation 
of the Reichsbank and the passage of the Federal Reserve Act 
without regard to developments outside England. 


R. G. HawTREY 
London. 


Commodity Control. By P. Lamartine Yates. (London: 
Jonathan Cape, 1943. Pp. 243. 145s.) 


Tue bulk of this book—all but forty-three pages—consists of 
separate studies of eight primary products on a more or less 
uniform model by Mr. Yates and seven other Fabians, whose 
names are given as a group in the Preface. It is there explained 
that the group found it impossible to meet and deliberate together, 
and that Mr. Yates alone is responsible for the recommendations 
at the end of each study, and also for the general conclusions in 
the thirty odd pages of the last two chapters. Mr. Yates also 
presumably wrote the short introductory chapter which precedes 
the eight studies. 

In these studies the chief economic characteristics of each 
product and its economic history over the inter-war period are 
summarised, and of course considerable attention is paid to the 
control schemes of the past : what can at present be said about the 
war years is said, and some necessarily vague forecast is attempted 
of the salient features of the immediate and the more distant 
post-war periods. In general, the work has been very competently 
done within the limited space allowed, and I find little to criticise 
in the presentation up to 1939, except on particular points where 
strict accuracy has perhaps been sacrificed to condensation. 
Within the limits of my knowledge I should judge the chapters on 
wheat, coffee, tin and copper to be more generally satisfactory 
than those on sugar, cotton and rubber; on mineral oil I am not 
competent to comment. By itself each study constitutes a most 
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useful and valuable piece of work, but it must, I think, be admitted 
that any newcomer to the subject who attempts to read them 
seriatim, will find the process of digestion very difficult, and 
without that process they do not provide the background know- 
ledge which is needed for a general study of commodity control. 
On the other hand, since the general chapters at the end are not 
at all closely built on the individual studies, anyone who has a 
working knowledge of the recent history of primary products, 
can proceed straight to them. To this extent I feel the book has 
been misconceived—if, as he evidently did, Mr. Yates wanted to 
produce a book for the general reader, the separate studies should 
somehow have been compounded into a masterly general survey ; 
the alternative would have been to link up the separate studies 
much more closely with the general chapters, which would, of 
course, have produced a much longer book for the specialist. 
In Chapter X, “ Lessons,” Mr. Yates attempts a compromise, 
but it is altogether inadequate, and neither general reader nor 
specialist will, I fear, be altogether happy with the book taken as 
a whole. 

These remarks, however, will be more intelligible in the light of 
the content of the general chapters. They are confined to intro- 
ducing to the man-in-the-street the idea of control by buffer stocks 
as an alternative to control by quota regulation. The former is 
crystallised into a general scheme which some economists and some 
civil servants at least will readily recognise. The pros and cons of 
the two methods are then clearly and fairly set out—these are most 
useful pages—and there is some discussion of a very general 
character which leads to the conclusion that ‘‘ what it would seem 
wisest to do would be to combine them so as to attain something 
of the best of both worlds.” As a general proposition, I should 
not quarrel with this conclusion, at any rate in the conditions 
which are likely to rule for a good many years after the war ends, 
nor, I think, will as many economists as Mr. Yates apparently 
expects. For Mr. Yates’ further proposition, however, that 
buffer-stock control should be favoured for expanding primary 
industries and quota control (plus buffer stocks) for static or 
contracting ones, there may well be less support. This distinction 
between industries is a perilous one, since by static Mr. Yates 
appears to mean industries which are likely to expand slowly, as 
well as those whose output is unlikely to expand at all: thus his 
distinction is one of degree, and not of kind. Of the eight com- 
modities separately studied in this book, he instances only two as 
falling into the expanding group, though, as he says, there are 
Nos. 215-16.—Vo.. Liv. DD 
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several others, and of these two—rubber and mineral oil—the 
former, by which is clearly meant natural rubber, may possibly be 
more affected by the synthetic article than the author of that 
particular study is prepared to admit. It seems to me that static 
or contracting industries come very near to being synonymous in 
Mr. Yates’ mind with industries in which he detects a chronic 
tendency to over-production. This notion runs through the 
whole book, and it is nowhere adequately analysed : its validity 
clearly depends on the most careful definition, which was, perhaps 
rightly, beyond the aims of what is intended to be a popular book. 
One suspects, however, that Mr. Yates himself has not given this 
analysis the attention it deserves, or he would not have committed 
himself to a distinction between industries which, though it seems 
superficially sound, is probably not so for the purposes to which it 
is put. 

I suspect that a truer corollary to Mr. Yates’ first proposition 
—that the two methods should be combined so as to attain some- 
thing of the best of both worlds—is that both should be applied 
to all or almost all primary industries in which definite international 
control seems to be required, only in various ways and in very 
different proportions. Quota or quantitative control admittedly 
lacks easy adjustability, but it is relatively certain and reliable in 
its operation. As Mr. Yates concludes, we shall have to rely on it 
very largely to meet the great difficulties of the immediate post- 
war transition period, and it seems to me unlikely that it will be 
readily given up by industries which under its operation have 
regained a normal peace-time basis. Even after that period, it 
would be folly to rely on a perpetual economic summer : there are 
almost bound to be gales, though we may hope to avoid blizzards. 
Control by buffer-stock machinery is certainly a more sensitive 
and flexible form of control, but it has not the strength which 
quota control offers, though admittedly at the risk of rigidity. 
The best possible of both worlds will be obtained not by applying 
the one form of control to some industries and the other to others, 
but by adding buffer-stock control in due course as a fine adjust- 
ment operating within the general adjustment of quota control for 
all industries. In some where the buffer-stock machinery seems 
likely to work satisfactorily, the fine adjustment can be given a 
wide range with consequent greater flexibility and ease of control ; 
the quota control may then with luck never be brought into oper- 
ation, but it will be there, and will give that sense of security which 
producers want. In other industries the fine adjustment of buffer- 
stock control may have to be set within a much more restricted 
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range. In all industries, however, the movement of the fine 
adjustment will indicate what corresponding movements will 
shortly be required of the general adjustment if the whole 
machinery of control is to be kept in efficient operation. 

If this be the best line of development, it follows that what is 
now wanted is to suggest practical schemes of control for individual 
industries, and to educate those concerned, whether business men 
or their governments, to open their minds to new possibilities and 
to recognise their merits. Unfortunately the individual studies of 
particular commodities in this book stop short at the constructive 
stage, and only the vaguest generalisations for or against the one 
or other method of control are attempted. I venture to hope that 
Mr. Yates will keep his team together, and that they will as soon 
as possible produce a companion volume to the present book, 
which will present constructive practical proposals for the inter- 
national control of these eight products. Even if developments in 
the near future necessitated radical revision, the value of a few 
bold but really practical schemes of control for particular pro- 
ducts would go far to clarify and shorten discussion of general 
principles. Important as such discussion may seem at the present 
time, I suspect that the imperative need for decisions in particular 
industries, even probably before the war ends, will in reality go 
far to determine the general principles upon which the inter- 
national control of commodities for the first post-war decade will 
in fact be built. 


J. W. F. Rowe 
Pembroke College, 


Cambridge. 


The Price of Social Security. By GERTRUDE WiLLIAMs. (London: 
Kegan Paul, Trench, Trubner & Co., 1944. Pp. vii + 196. 
12s. 6d.) 


THOSE whe discuss the causes of unemployment have been 
coming in recent years to divide into two main schools of thought. 
The one tends to concentrate on the existence of a chronic reserve 
both of equipment and of man-power, due to some form of de- 
ficiency of demand. The other tends to stress the unemployment 
caused by imperfect adaptation of the labour force, whether in 
quality or. in geographical situation, to a changing pattern of 
demand. Mrs. Williams belongs emphatically to the second school 
of thought. One is surprised, indeed, to find the causes of post- 
last-war unemployment almost exclusively defined in terms of 
“ structural ” change and “ frictional ” maldistribution of labour, 
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as though the possibility of ubiquitous “ involuntary unemploy- 
ment ”’ had never been mooted; and we do not even meet a 
reference to decline in investment as a concession to the rival 
viewpoint. In her first chapter she introduces us to “the 
dynamic character of economic life’ and to sluggishness of 
“movement from occupations in which changes in technique 
have made the numbers excessive ”’ as presenting “‘ the knottier 
problem for solution.” What we have witnessed between the 
wars has not altered the nature of the central problem: it has 
served merely “ to divert attention from the importance of this 
factor and to lay undue emphasis on less fundamental elements 
in economic welfare,’ such as problems of distribution. Recently, 
with collective bargaining and statutory wage boards, “ there 
has arisen a degree of inflexibility in wage-rates which is an entirely 
novel phenomenon,” and unemployment maintenance has tended 
“to remove one set of incentives to work without replacing it 
by another,” and “ has thereby clogged the economic mechanism 
through which changing wage-levels affected the occupational 
and geographical redistribution of labour.” This diagnosis leads 
the author to propose for the future, if freedom of choice of occupa- 
tion “‘ for all capable of finding employment ”’ is to be retained, 
that unconditional unemployment benefit should be strictly 
limited in duration and that “the Minister of Labour should 
have the power to direct applicants for benefit who have exhausted 
their unconditional benefit rights to any employment, even if 
this entails a change in locality or occupation.” To make training 
a condition of benefit, as the Beveridge Report proposes, is 
considered impracticable. 

This case is presented with disarming freshness and per- 
suasiveness, with considerable richness of detail and with a keen 
sense of the human problems involved. Ina chapter on “ Experi- 
ments in Increasing Mobility ’” the author draws attention to a 
deterioration of morale among the younger generation of workers 
whose experience of the labour market had been confined to the 
depression years. The older generation, she admits, was still 
moved by the feeling that idleness itself was an indignity and their 
traditional spirit, expressed in ‘“‘ strenuous and heroic efforts ” to 
regain employment, remained undimmed. But this she thinks 
was but a remnant of a past age, and “ for much of the flexibility 
that the economic system still showed during the inter-war 
period we were drawing dividends from the past.’’ Here the 
author seems in too much haste to assume that the difference 
between the generations was a result of the provision of main- 
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tenance rather than the product of unemployment itself. In 
fact, she closes this chapter with the apposite remark that among 
the chronically unemployed “ perhaps the most acute feeling of 
all was their resentment at their lack of social status. They 
were alternately badgered and cajoled. . . . They felt unwanted 
in a community which seemed to have no use for them.” Mrs. 
Williams has certainly confronted us with what may prove a vital 
issue in the future: that in the degree that full employment is 
successfully attained, a new psychology of work will become 
necessary. In the past workers have “never been asked to 
consider the work they do for a living as part of a great co-opera- 
tive enterprise in which each worker makes his contribution to 
the general welfare.” The importance of a change in this respect 
can scarcely be denied, even if some of us may think that the 
spirit of “‘a great co-operative enterprise ”’ can only be infused 
at lower levels of industry after there has been a transformation 
of the motives which rule at the top. But does it follow that a 
denial of maintenance to the long-term unemployed will contribute 
to this new attitude to work, or that we must find ways and means 
of coercing labour into mobility by such measures as a prior 
condition of removing mass unemployment ? 

Among the most interesting chapters of the book is one which 
summarises the experience of war-time control of labour and is 
illuminated by the author’s own experience at the Ministry of 
Labour during part of the war years. Her summing-up of this 
experiment is not altogether uncritical. While on the whole “a 
very remarkable feat of labour mobilisation has been achieved,” 
“ there seems to have been little successful balancing of priorities 
against one another, so as to dovetail them most economically 
within the narrow framework of available man-power,” there has 
been “ failure to look ahead and provide for future needs” and 
“the manipulation of man-power has been altogether too hand- 
to-mouth in character.” A shorter chapter examines the parallel 
problems of labour control in Germany and in Russia; the 
German system differing from the British “‘in being imposed by 
authority instead of with the co-operation of those concerned,” 
the Russian in that, while (in peace-time) choice of occupation is 
free, ‘‘ the incentive to work is not purely economic, because of 
the developed sense of community and of social responsibility ” 
and a major difficulty has been a “ flitting ’ rather than a “ stay- 
put ” tendency among industrial workers. The book closes with 
a discussion of the problem of occupational distribution in this 
country after the war. 
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In conclusion, one might refer to two quite minor points of 
criticism. Is it quite correct on page 146 to say, tout court, that 
Soviet trade unions “ have no voice at all” in the negotiation of 
wage-rates, or on page 150 that in the labour supply contracts 
between Russian industries and farms “ the individual is definitely 
under compulsion”? On page 51 there is the rather curious 
contention that if firms cut price and maintain output in face of a 
(permanent) fall of demand, this ‘“‘ has the effect of postponing 
the necessary adjustment of productive capacity to purchasers’ 
requirements.” If it be true that investment or disinvestment is 
influenced by the current profit that is being earned, is it not 
rather the reverse policy of price- and profit-maintenance that 
will “‘ postpone the necessary adjustment”? And if the author 
is thinking of the effect on specialised subsidiary firms, her state- 
ment seems only true on the assumption that the products of these 
firms (and hence their profits) do not share in the price-cut. But 
in order not to end on an ungracious note of criticism, one should 
add that the book is as stimulating in its ideas as it is instructive 
and well-written, and should rank as a standard contribution to 


the study of the labour market. 
M. H. Doss 
Cambridge. 


England’s Road to Social Security. From the Statute of Laborers 
in 1349 to the Beveridge Report of 1942. By Karu DE 
ScHwErnitz. (London: Oxford University Press, 1943. 
Pp. 281. 15s.) 


REFORMIST finance having persuaded the British public that 
the means to full employment is the possession of consuming power 
which calls for the exercise of appetite only, the Justices of 
Speenhamland can claim now their proper place in the gallery of 
our economic Pantheon. Their methods were crude enough— 
they encouraged the birth-rate by bonussing illegitimacy at the 
expense of the putative father and removed the stigma of pauper- 
ism by pauperising all. But they were steps in the right direction, 
for they rested on the Right to Subsistence, in opposition to that 
ambiguous Right of Labour to the Whole Produce of Labour which 
the eccentric Owen relied upon to lure the industrious classes into 
self-help by voluntary co-operation. Scotland, with characteristic 
obstinacy, refused to have a Poor Law at all, and instead made 
those supreme contributions to enterprise which have placed her 
on a pinnacle of high repute in countries of a backward ideology 
like Canada and the United States. Thus the apotheosis of 
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Speenhamland enters into the national saga, and Fabian research 
is busy already with the “ out-Beveridging’’ of Beveridge. 
Wilson and Levy or Wilson and Mackay have already squeezed 
the historical oranges of industrial assurance, workmen’s com- 
pensation and old age pensions. The enthusiasts for preventive 
medicine have already outlined a procession of preventions to 
cover the lengthening span of life all the way from pregnancy, 
birth and “ toddlerdom ” to unemployment, widowhood and old 
age. It is a strange reversal of policy and outlook. How has it 
come about? That is the task to which our author addresses 
himself, and in 246 well-informed and well-balanced pages 
attempts to answer. 

The book divides into two parts, Part I taking us to 1834. 
This part is really a history of rural labour. The themes are 
familiar—the dissolution of the monasteries, the introduction of a 
national Poor Law, the effect of enclosures and the loss of cottage 
industries culminating in the rural chaos of 1815-34, when, as 
part of the aftermath of war, the landless labourers of England 
were reduced to a position in which they could not make a living, 
if they had a family, without partial dependence on the parish. 
Mr. de Schweinitz writes around the idea of a change from the 
security and unfreedom of status to the insecurity and freedom of 
contract, and rightly makes a central point of the obstacles 
imposed to the process of free movement into industry by the 
Settlement Act of 1662, “‘ an extreme and cruel form of localism.” 
He assigns to particular persons and laws a definiteness of policy 
or change of policy, of which George Unwin has taught us to fight 
shy, and he has not room to give more than one side of the enclo- 
sure controversy or to give us any picture of medieval town life ; 
none the less, for the purpose in hand—namely, the historical 
background of 1834—his material is judiciously selected, and 
among other things he establishes clearly the deterrent element 
in the Act of 1722, on which the Royal Commission of 1834 laid 
much emphasis. 

Part II might be summarised in the words “ From Poor 
Relief to Social Security.” He compresses into eleven short 
chapters the material which the Webbs unfold in their two last 
volumes of Poor Law history, and here we are grateful for the 
author’s objectivity and perspective. He devotes some pages 
deservedly to the achievement and philosophy of the Scottish 
minister Thomas Chalmers, and shows how his spirit was that 
which inspired later Octavia Hill and the Charity Organisation 
Society—the dignity of self-maintenance, as Octavia Hill called it. 
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Then in the twentieth century we watch the emergence of the 
unemployment problem, the overlaying of poor relief by un- 
employment insurance and its sequelae, the disappearance of the 
Boards of Guardians in 1929, their replacement by the Public 
Assistance Committees, and in 1934 the creation of the Unemploy- 
ment Assistance Board, which, with the new duties given to it in 
1940, consequently became the Assistance Board. The book 
concludes with an analysis of the Beveridge Report. Our author 
calls on his continental experience for a chapter of comparisons 
with Hamburg and Munich, and had space permitted it would 
have been of interest to see the comparison further developed 
for twentieth-century Germany as a whole, for, as Arthur Young 
says, “ nations figure by comparisons.” 

This is the path as an observer from without sees it. Let us 
trust that we who are called upon to tread it may reverse the 
proverb and gather the primroses without its perdition. 

C. R. Fay 
Cambridge. 


The Agriculture of Wales and Monmouthshire. By A. W. ASHBY 
and I. L. Evans. (Cardiff: University of Wales Press, 
1944, Pp. 300. 15s.) 


Statistics may be legitimately used for a variety of pur- 
poses. In skilful hands they may be made to tell their own 
story, and that almost unvarnished. That is the plan adopted 
by Professor Ashby and Mr. Evans in their strictly factual study 
of The Agriculture of Wales and Monmouthshire. The authors 
neither seek to propound nor to repudiate a thesis. They present 
the readér with a great mass of carefully-selected and exceedingly 
well-arranged statistical data covering the period of seventy-odd 
years up to the outbreak of the second. world war. In all, the 
reader is invited to digest 233 tables and statistical statements 
(127 tables account for sixty-two closely-packed pages in two 
appendices) as well as twenty graphs and diagrams. 

The approach of the authors to their subject is broadly based, 
the agricultural trends in Wales during the period covered being 
dealt with against the background of world events both as applied 
to industry and to agriculture as such. The story which unfolds 
itself is a gloomy one, but still one pregnant with hope, for it 
clearly proves the astounding resilience of the Welsh farmer, 
and, incidentally, suggests that there is great stability and, 
therefore, great national virtue in the family farm. Welsh farms 
are small—the authors actually permit themselves to express 
the view that they run too small—and in recent years they 
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have, to an increasing extent, become family farms. In brief, 
the story is one of small men fighting an unequal contest to 
maintain their livestock industry—-Welsh agriculture is essen- 
tially based on animal husbandry—on a paying basis against 
ever-growing difficulties and uncertainties. During the inter- 
war period two commodities in particular came to the rescue of 
the Welsh farmer—milk and imported feeding-stuffs, but the 
influence of these on the land of Wales has been, perhaps, another 
matter. Thus, by 1938 it “‘ would appear that approximately 
one-half of the full-time farmers of Wales were producing milk 
for sale through or in association with the (Milk Marketing) 
Board”’: while in the case of “cattle and milk” farms, of 
which typical farms were costed, “sales of dairy produce con- 
sisting almost entirely of liquid milk accounted for 56}% of the 
total receipts, while 29% of the total expenditure went in the 
purchase of feeding-stuffs and only 2}% for manures and seeds.”’ 
This large dependence on feeding-stuffs is further brought out 
in the particularly interesting chapter on ‘‘ Co-operation.”’ In 1939 
the classified sales of thirty-eight requisite societies showed 73-6% 
on account of feeding-stuffs compared with 3% representing seeds 
and 8-1% fertilisers. The authors, with great justice, suggest 
that even during these periods of depression and uncertainty, 
with his fixed rents and voluntarily fixed labour force, the Welsh 
farmer could have turned a much greater expenditure on good 
seeds and fertilisers to economic advantage, while he was simi- 
larly unwise to allow the practice of liming to go by default until 
the lime subsidy served both to remind him of lime and to assist 
him to meet the necessary outlay. The chapter on “‘ Systems 
of Farming ’’ emphasises the extent to which many types of Welsh 
farming are necessarily dependent on sheep- and stock-rearing, 
and brings home in a forcible manner the difficulties superimposed 
upon such farmers by poor prices for sheep and sheep products, 
by the changing demands of the consuming public and by the 
waning market (at a reasonable price) for ordinary Welsh farm- 
house butter. It is interesting to be told that Wales was, to all 
intents and purposes, self-supporting in lamb and mutton and 
“was probably more nearly self-sufficient in beef than any other 
part of Britain.” The chapter on “ Population and Labour ” 
will repay special study. At the core of the subject is the fact 
that in 1801 the population of Glamorgan and Monmouth together 
was about a quarter of that of the other Welsh counties, by 1891 
the two essentially industrial counties had a larger population 
than that of the rest of Wales. The migration of labour is 
discussed in terms of age groups, and, largely because of the 
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decline in butter- and cheese-making, and because of the increased 
demands for domestic help in the urban areas, “ the migration 
of young women was greater even than that of young men from 
many parts of rural Wales.” 

This is, however, a book to be read to a finish—a finish which 
must necessarily include the four appendices. The first, “ A,”’ 
** Notes on the Chapters,” gives much additional information as 
well as references to literature. Note (7) to Chapter IIT has been 
omitted, and there are a few printer’s errors elsewhere which 
will call for correction in subsequent editions. 

We live in a world of rapid change, and although expression 
of opinion from authors so well-informed would have been wel- 
come and valuable to others who will be responsible for moulding 
the future of Welsh agriculture, the real merit of the book would 
not have been enhanced. Here is an accurate, if somewhat cold, 
statement of the position in Wales prior to the great agricultural 
revolution that is bound to take place the world over during the 
next fifty years: a model to be followed for other characteristic 
regions, for the book under review will be invaluable to the 
agriculturalists and historians of the future writing when the 


revolution will have run its course. 
R. G. STAPLEDON 
Stratford on Avon. 


Agricultural Production in Continental Europe during the 1914-18 
War and the Reconstruction Period. (League of Nations 
(London: Allen & Unwin), 1943. Pp. 122. 7s. 6d.) 


Tuts useful and timely publication throws a great deal of 
light on the manner and the degree in which agriculture on the 
Continent of Europe was affected by the last war. 

By 1919 the output of both cereal and animal foodstuffs had 
fallen by about one-third of the pre-war average, due in the 
case of cereals in equal measure to a reduction in cultivated area 
and to diminished yield per acre, the latter in turn being caused 
mainly by shortage of labour and fertilisers. The post-war 
recovery in cereal production was slow, particularly in the 
western half of the Continent where output did not fully regain 
the pre-war level even by 1925-29, though increased cereal 
imports raised total consumption (but not per capita consump- 
tion) practically to the pre-war level. The chief cause of this 
slow recovery was the marked deterioration brought about by 
the war in the whole productive apparatus of agriculture. 

Such evidence as is available for the present war goes to show 
that the general trend is similar to that in the war of 1914—18 
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but on the whole more serious. Man-power, for. example, has 
been more extensively shifted and removed; transportation has 
been much more widely damaged; actual war destruction is 
greater; fertilisers are even shorter in supply; and the reduction 
in livestock more drastic. The following conclusion is drawn: 
** When all the above factors are considered, it is apparent that, 
fundamentally, the agricultural position of the European Conti- 
nent is weaker than it was at the end of the last war and is 
bound to weaken further, the longer the war lasts. As nearly 
the whole of the Continent is now involved, the need for initial 
relief from overseas and for assistance in reconstruction will be 
the greater and the more urgent. Failing such assistance, the 
process of agricultural recovery may prove to be even slower 
and more painful than it was last time.” It must be remembered 
that these words were written in 1943. 

The volume is provided with a large number of statistical 
tables and as many as 43 maps showing changes in area, pro- 
duction and yield for cereals and in livestock population in the 
various regions of Continental Europe. The maps cover the 
period from 1909-13 to 1936, and are ingeniously drawn and most 
illuminating. 


St. John’s College, 
Cambridge. 


C. W. GuILLEBAUD 


Wage Determination under Trade Unions. By Joun T. DUNLOP. 
(New York: Macmillan Company, 1944. Pp. ix + 228. 
$3.50.) 


THE first half of this book, which consists of a critical examina- 
tion of the traditional approach to wage theory, makes difficult 
reading in places; and the reviewer is not confident that he has 
extracted the full meaning from it. The difficulty seems to be 
partly one of style, partly of method of exposition, neither of 
which contribute to ease of reading, and in places is increased by 
the use of terms (e.g. “ kickbacks” and “ figuring bids ”) which 
are not yet familiar on this side of the Atlantic. The author 
starts by distinguishing four types of market : a bourse, a market 
of ‘‘ closed bids,”’ an auction and a“tharket of quoted prices, to 
the latter of which he thinks that the market for labour generally 
conforms. But he fails to make clear, at any rate to the reviewer's 
satisfaction, the precise significance of the distinction between 
these four types. He then introduces a number of considerations 
which need to be taken into account among the forces determining 
the outcome of the wage bargain. These include such factors as 
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the “impact period,” or “the length of time required for the 
effects of any change to work themselves out through the market 
system,” and the time-horizon of the price-quoting party; the 
importance of various “ non-pecuniary ”’ elements involved in the 
bargain; the extent to which a union is or is not concerned with 
other elements affecting earnings, besides the basic rate; and 
whether trade unions aim to maximise the total wage-bill, total 
wage-bill plus State unemployment benefit, total employment in 
the industry or the average wage-income per worker. To demon- 
strate the difference that is made according to which of these 
objects the union has in view, he substitutes “a membership 
function,” ‘“‘ showing the total amount of labor that will be 
attached to the labor organisation at each wage-rate ”’ for the 
traditional supply-curve of labour. Stress is laid on the fact 
that “‘ wage structures are bargained for in an essentially non- 
cyclical time setting,” which apparently means that unions do 
not try to adjust basic-rates at all closely to short-period fluctua- 
tions in demand; and on the fact that conditions affecting “a 
cluster’ of interrelated markets may be more important than 
the conditions of demand in the labour market of a single industry 
treated in isolation. That unions are often interested in the 
market for the product is not unfamiliar; but a number of in- 
teresting examples are given of attempts by unions to influence 
the product-market ; and we are reminded that “‘ the presumption 


.that a demand function confronts each union ” is “ not entirely 


valid,” since “the union may be able to affect the position and 
shape of this schedule.”” An analysis of the outcome in various 
combinations of monopoly, monopsony and competition in the 
markets for labour and for the product follows familiar lines, and 
(unless the reviewer has missed something here) nothing very 
novel emerges. In the course of this analysis a measure of bar- 
gaining power is introduced in terms of the distance of the actual 
wage from what this wage would be under competition. In 
using Edgeworth’s contract curve Mr. Dunlop states that this 
competitive price may not be on the contract curve, since the 
“‘ shapes of the curves’ may be different under monopoly from 
what they would be under competition. The curves referred to 
are not simply the offer-curves, but the basic indifference-curves, 
and presumably Mr. Dunlop is referring only to the effect of 
monopoly in the product market; though this is not made quite 
clear. But if the basic elements of his construction change with 
the conditions under comparison in this way, one is inclined to 
regard both this construction and this definition of bargaining 
power as unhelpful. 
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This half of the book contains much that is provocative of 
thought and bears the stamp of healthy realism. But one cannot 
altogether suppress the feeling that, despite a show of iconoclasm, 
analytical machinery (which does not depart far from familiar 
patterns) is being paraded without being put to much original 
use, and that the argument, though full of incidental wisdom, 
builds up to much less at the end than one had looked for. One 
also has the feeling that Mr. Dunlop does not pay enough attention 
to the possible distinction between the short-run and the long- 
run significance of the factors he introduces. 

But perhaps these chapters should properly be regarded as 
merely clearing the ground for the enquiry which occupies the 
second half. At any rate, this second half seems to be much the 
more substantial. In the first place, a study of N.I.C.B. data 
covering some 40 industries for the periods 1929-33 and 1937-9 
yields the conclusion that the state of the product market, rather 
than of the labour market, is the decisive factor in the speed and 
extent of wage-reductions in a slump; reductions appearing 
earliest in the most competitive industries and having no close 
connection with degree of unionisation. ‘“‘ Industries in which 
wage-rates decline first are apt to be the last to secure advances ” 
in the period of recovery; ‘‘ wage reductions typically continued 
to take place in an industry once they were started’; “ declines 
in product prices and not unemployment constitute the effective 
downward pressure on wage structures.””’ Next Mr. Dunlop 
examines the cyclical variation of labour’s share. A calculation 
of this variation according to the numerous definitions of income 
that may form the denominator of the fraction (and of earnings 
as the numerator) demonstrates that “the cyclical pattern in 
labor’s share . . . depend(s) upon the definition adopted.” 
In particular, “‘ the use of gross rather than net income tended to 
reduce the rate of increase of the share in depression.” By 
breaking down the Kuznets figures, used by Dr. Kaletki, into 
separate groups of industries he reaches the very interesting 
conclusion that ‘the stability that Kaletki finds in the total 
share does not seem to reside in the individual series,’ and that 
the stability in the over-all movement “ was largely the resultant 
of counteracting rate and weight shifts,” industries where 
labour’s share rose during depression becoming relatively less 
important and industries where labour’s share fell in depression 
growing in importance. ‘‘ Labor’s share in total costs and income 
produced rises markedly in depression in many sectors of the 
system: characteristically those sectors in which output falls 
most.’’ In a chapter entitled ‘“ Labor’s Return as a Cost ” there 
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is an interesting study of the behaviour of various industries in 
the depression of the ’30’s as regards the share of labour in total 
sales and the ratios of quantity of labour to quantity of output 
and of raw material quantity and price to output quantity and 
price. A cogent final chapter on “The Price Mechanism and 
Collective Bargaining ”’ leads up to the emphatic conclusion that 
“the automatic pricing mechanism as model or institution in the 
labor market is dead.”’ One closes the book with the feeling that 
Mr. Dunlop has given us an impressive and stimulating example 


of the inductive study of wage problems. 
M. H. Doss 
Cambridge. 


The History of Rubber Regulation, 1934-1943. Edited for the 
International Rubber Regulation Committee by Srrm ANDREW 
McFapyean. (London: George Allen and Unwin for the 
International Rubber Regulation Committee, 1944. Intro- 
duction and pp. 239. 10s. 6d.) 


THIS important addition to the scanty literature on the rubber 
industry is an account chiefly of the activities of the International 
Rubber Regulation Committee. As the book was compiled by 
members of the Committee and its staff, it may be regarded as the 
official history of the Committee. The piéce de résistance is a 
review of the Committee’s activites between the outbreak of the 
War and the end of 1941, including a rejoinder to the Truman 
Committee. New light is also thrown on the discussions leading 
up to the establishment of the regulation scheme and on some of 
the more controversial decisions of the Committee. The Statisti- 
cal Supplement (Appendix IX) is also very useful The title is, 
however, a misnomer. The book is not a history of rubber 
regulation, but only of the I.R.R.C., and this limitation greatly 
affects the value of certain parts of the narrative. 

Several chapters can be dismissed briefly. The Introduction 
is a defence of commodity regulation along familiar lines, though 
some debatable and even contradictory passages are included. 
In Chapter I the early history of the industry is concisely and well 
summarised. Chapter IV (“ Principal Provisions of the Regula- 
tion and their Application ’’) reviews the formal establishment of 
the 1934 Scheme. The basic quotas of the territories are not 
given (though they can be found in one of the Appendices), while 
there is no reference anywhere in the book to the shares of estates 
and natives in the territorial quotas, nor to the basis of the quotas 
or of the individual assessments. The provisions restricting plant- 
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ing are also omitted from this chapter, which becomes rather like 
Hamlet without the Prince. Chapters VI (“ Research and 
Statistics”’) and VII (‘‘ Stocks of Rubber’’) are a lengthy 
digression, though the section on statistics does less than justice 
to the work of the secretariat of the Committee. A footnote in 
Chapter VI mentions almost in passing that while the native area 
in the N.E.I. had officially been given, for restriction purposes, as 
1,806,516 acres, the Dutch delegation had recently informed the 
Committee that a new survey begun in 1938 computed it at 
3,200,000 acres. The pseudo-accuracy of the former figure 
emerges rather nicely from this announcement. Its implications 
are far-reaching. As the additional acreage must have come to 
light gradually since 1938, it may be asked why the Dutch native 
quota was not raised, especially as by 1941 Dutch natives were 
the only known class of producer which did not fall behind the per- 
missible exportable amount. Again, how much of the additional 
acreage was planted since 1934 in contravention to the provisions 
of the regulation scheme which were rigorously enforced elsewhere ? 

Earlier restriction schemes are dealt with in Chapter II; it 
will be noted that during almost the entire productive life of 
about seven-eighths of the planted area some form of organised 
restriction was in force in the British territorities at least. The 
Stevenson Scheme is treated leniently, almost favourably. Among 
its antecedents the rise in stocks during 1921 is mentioned; it 
amounted to the equivalent of about three weeks’ absorption at 
the average 1921-22 rate of consumption, which is hardly con- 
vincing evidence of the necessity for compulsory restriction. 
Chapter III discusses the negotiations leading up to the 1934 
Scheme; it is well written and very informative on the tactics 
pursued by the participants. In contrast with Chapter IT, this 
chapter unequivocally condemns the Stevenson Scheme, which is 
described as “ruinous” and “fundamentally defective.” The 
lucidly written Chapter V (“ The Planting of Rubber ’’) covers a 
wide field with a large measure of success. The reasons for the 
multiplicity of small companies are clearly and fairly stated, and 
a good account is given of estate planting technique. The 
natives (i.e., half the industry) are almost entirely disregarded, 
which is regrettable, as the difference between estate and native 
planting practice is of importance, with the former trying to 
maximise cash profit and the latter gross yield per surface unit. 
The virtually complete prohibition of new planting and the con- 
ditions governing replanting are discussed, but it is not stated 
that replanting was in practice confined to estates, as the natives 
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could neither afford the six years’ loss of income, nor did they 
understand the provisions properly. <A careful reader may just 
guess the far-reaching results of the prohibition of new planting 
combined with free replanting. The work of the I.R.R.C. 
between 1934 and 1941 is reviewed in Chapters VIII—XI, and the 
account is on the whole very fair. Controversial matters reviewed 
include the restriction of Dutch native exports by an export tax 
until the end of 1936; the actual level of this tax is nowhere 
given. The reader is entitled to know that five-sixths of 
the price (8d.) regarded as the minimum remunerative for the 
average estate had to be taxed away to keep Dutch native exports 
within the quota. This was not only an essential aspect of the 
early history of the scheme, but is highly relevant to post-war 
competition between natural and synthetic rubber. Throughout 
the book there is a remarkable disregard of the potentialities of 
the native producer, and this completely vitiates the account of the 
events of early 1937. Regarding the events of 1940-41 it is brought 
out that the greater part of the blame for the inadequate stocks 
of rubber in Britain and America must rest with the Governments 
of these countries. It is, however, impossible to accept the re- 
peated statement that the 100% release during the first nine 
months of 1941 was unrestricted production. Export rights had 
a value until the autumn of that year and this is ample evidence 
of restriction. The income derived from the proceeds of export 
coupons also acted as a brake on output. There is no reference 
to the price of export rights anywhere in the book. The reasons 
given on p. 136 for the deficiency of exports in 1941 are quite in- 
adequate, and omit 100% E.P.T. and widespread replanting. 
Somewhat surprisingly the war clause in the regulation agreement 
is not mentioned. It entitled any Government to withdraw in the 
event of war, so that the maintenance of regulation was a con- 
sidered policy of the participating Governments. In the closely 
argued opening pages of the last chapter it is clearly shown that 
the Committee’s mandate ‘“ to maintain a fair and equitable price 
reasonably remunerative to efficient producers ”’ involves circular 
reasoning. The rest of the chapter is a series of heroic attempts 
to escape the conclusion previously shown to be inevitable. 

Minor blemishes include the absence of an index and the 
inaccurate use of generally accepted economic terms. 

P. T. BAUER 

London. 
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NOTES AND MEMORANDA 


LIVELIHOOD AND FULL EMPLOYMENT 


Mr. Harrop in his article on “ Full Employment and Security 
of Livelihood ”’ in the December number of the Economic JouRNAL 
proposes that workers who could be usefully employed, but 
could not in employment earn a living wage, should be assisted 
by a system of subsidy. The subsidy would be the excess of 
a living wage prescribed by the Ministry of Labour over the rate 
of wages which the Ministry found in practice by trial and error 
to clear the market in the industry or occupation concerned 
(pp. 327-8). 

A living wage is that which “ could be paid out of the value 
of the product of industry to all potential wage-earners, leaving 
sufficient over to provide a profit incentive where necessary, 
together with pay at customary rates to members of the com- 
munity not falling within the ‘ wage ’ system ”’ (p. 322). 

Thus a living wage is to be derived from the potentialities of 
industry as a whole, whereas the market rate is to be derived from 
the conditions of a particular industry or occupation. 

The industries to be subsidised are such as cannot pay the 
rate of wages which would be reached under conditions of perfect 
fluidity of the labour market. It is postulated that ‘“‘ each 
locality has a certain number of workers in each occupation and 
in each grade ”’ (p. 327). The doctrine that ‘‘ labour may have to 
be ‘ directed ’.to a new place or trade . . . is the thin edge of 
totalitarianism, and must be avoided at all costs.”’ Mr. Harrod’s 
proposal would preserve one part of the incentive to mobility of 
labour, in that it would be possible to attract labour by offering 
a market wage in excess of the living wage. But “ the repellent 
forces under the proposed scheme would be rather weaker. At 
present workers can hang on drawing unemployment assistance. 
Under the proposed scheme they would continue to draw a living 
wage ”’ (p. 333). 

Mr. Harrod under-estimates the effect of his plan in weakening 
the forces repelling labour from unremunerative industry. For 
not only would a change of occupation mean in many (perhaps 
nearly all) cases no gain of income, but the fact of continuing in 
employment in a going concern must have a powerful retentive 
effect. And the employer would certainly do all he could to 


prevent. a flight of labour which would break up his business. 
Nos, 215-16.—vVoOL. Liv. EE 
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Mr. Harrod’s remedy would be a restriction or prohibition of 
new entrants wherever the market wage is, say, 10% below the 
living wage. Presumably this means new entrants not into an 
industry, but into an occupation. In some instances the main 
body of those employed in an industry would have a specialised 
occupation, so that recruitment of the occupation would prac- 
tically mean recruitment of the industry. But there would also 
be occupations, such as those of clerks, van drivers or cleaners, 
which are common to many industries. A surplusage of one of 
these would be dealt with by a reduction of the market wage. 
The demand for such services, once a state of actual shortage has 
been passed, becomes extremely inelastic. A big reduction in 
the market wage might represent a very minute reduction in the 
price of the finished product to the consumer, and so might evoke 
little additional employment or none. 

The market wage would be fixed by regions. An excess supply 
of clerks or charwomen would require a low market wage in some 
localities, but not in all. If there were at the same time a defi- 
ciency of supply in other localities, the migration of those who 
would rather be employed than unemployed, even with no gain in 
income, would probably soon make it good. But a country-wide 
excess would have to be remedied by a change of occupation. 

In fact, so long as there is not a state of general unemploy- 
ment, extending over all or nearly all industries, the principal 
cure for unemployment in particular occupations must be change 
of occupation. Is not that a serious complication in the operation 
of clearing the market? If some change in conditions, such as 
a new productive process or a decline of demand for a finished 
product, turns a number of workpeople loose, the market wage of 
the kind of labour concerned will have to be progressively reduced, 
with a view to increasing the demand for it. But if the labour 
can be readily absorbed in other occupations, the clearing of the 
market may be effected in that way, and the market wage be 
soon raised again. Up toa point that procedure may be beneficial. 
The low market wage may just give the industry concerned a 
breathing space in which to make the transition to new conditions. 
The Ministry of Labour would no doubt have regard to the pros- 
pect of the surplus labour finding other occupations, but it would 
not be easy to apply the test of clearing the market so interpreted. 
All hope of the test being a simple or definite one vanishes if the 
flow of labour into other occupations and the support of declining 
industries and declining localities have to be taken into con- 
sideration, as well as the carrying of an industry over a temporarily 
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adverse phase. Trial and error would be a very inadequate 
method to rely on in these matters of economic policy. 

For a tribunal with statutory power to settle wages there is 
much to be said. And its decisions must in a sense depend 
ultimately on the method of trial and error. But the vital decision 
will be that of the general wage level. The relativities between 
different occupations may raise difficult questions, but they are 
not of fundamental import in the unemployment question. So 
long as general unemployment does not occur, the absorptive 
power of expanding industries and new industries affords the 
necessary openings for labour displaced from the declining 
industries. It is because the displaced labour can in the great 
majority of cases adapt itself to employment in the new and 
expanding industries that employers in the declining industries 
are compelled to pay a wage little if at all diminished. 

How would Mr. Harrod’s plan work under conditions of general 
unemployment ? 

“‘In times of depression,” he writes, ‘‘ when market wages 
and profits were tending to fall . . . the Fund from which the 
Scheme was financed would be paying ouf more than it received. 
. . . This would have an inflationary effect appropriate to a 
depression ” (p. 340). The inflationary effect would be no more 
than that occurring in the interval between the payment of the 
subsidy and the recoupment by a levy on profits. The position 
would be comparable to that occurring when there is an interval 
between the announcement of an increase in the rate of income 
tax in April and the actual payment in the following January. 
The inflationary effect might be small, or even non-existent. 
Mr. Harrod lays no great stress on it. At the same time his 
reference to it shows that he, like other present-day economists 
who are wandering in search of palliatives for depression and 
unemployment, implicitly assumes that a depression is essentially 
a decline in the flow of money (consumers’ income, consumers’ 
outlay and general demand). 

If a monetary contraction is being deliberately imposed by the 
monetary authorities, any inflationary effect will be extinguished 
by appropriate restrictive measures. If the flow of money is 
successfully restricted, prices and profits will be reduced in pro- 
portion, and, with given market rates of wages, an outbreak of 
unemployment will follow. The occurrence of unemployment 
would give the signal to the Ministry of Labour to start reducing 
market wages by the method of trial and error. If, as has 
hitherto been the rule, the monetary authorities have no defined 
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intention as to how far the contraction in the flow of money is to 
go, the Ministry will not be able to foresee what reduction of 
market wages will ultimately suffice to clear the market. More- 
over, so long as the ultimate level of wages has not been reached, 
the prospect of a further fall has a deterrent effect on enterprise. 

The measures Mr. Harrod proposes for occasional and excep- 
tional cases of redundant labour “ would be quite intolerable,” he 
says, “if applied to mass unemployment consisting of ten per 
cent. or twenty per cent. of the working population ”’ (p. 341). 
Surely the first requisite in coping with the unemployment pro- 
blem is that central banks and monetary authorities should refrain 
from actively bringing about precisely that state of things. It 
is not sheer wickedness or perversity that leads central banks to 
inflict deflation on the world; they have always done it to correct 
a pre-existing expansion which has been allowed to go too far. 
Monetary policy under the nineteenth-century gold standard 
always gave expansion a free rein when the reserve position per- 
mitted; expansion was allowed to outstrip the gold supply, and 
deflation was eventually imposed to bring back the flow of money 
to its due proportion. *Unemployment was the penalty paid by 
the community for this short-sighted policy. Emancipation from 
the gold standard, far from being a remedy, actually makes 
matters worse, unless it is accompanied by a system of restraining 
fluctuations in the wealth value of gold, for it allows a greater 
expansion, and so calls for a more severe deflation. 

Now deflation causes unemployment because it compresses the 
flow of money relatively to the wage level. If the wage level 
could be regulated by authority, and reduced in due proportion 
to the flow of money, unemployment could be avoided (unless the 
process were so tentative as to embarrass industry with uncertainty 
regarding the prospective limits of the reduction). 

Mr. Harrod’s plan, as he has framed it, cannot be expected to 
accomplish that result. But it does take account of the connection 
between the wage level and unemployment, a general recognition 
of which is greatly needed. That does not mean that monetary 
fluctuations ought to be met by proportional reductions of wages ; 
it is the monetary fluctuations themselves that ought to be avoided. 
In the nineteenth century wage movements always lagged behind 
monetary movements, so that revival after a depression would 
reach a state of full employment, which would continue uninter- 
rupted till the deflationary process was started. But nowadays 
there is a danger that, as soon as revival restores profits to normal, 
there will be pressure for higher wages, so that full employment 
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may never be reached at all. Depression in the United States 
brought average hourly wages in twenty-five principal industries 
down from 59 cents in 1929 to 46 in 1933, but the monetary 
expansion which ensued failed to attain a state of full employment 
in face of a rise of the average to 71 cents an hour in 1937. There 
resulted a severe recrudescence of unemployment in 1938. 

Mr. Harrod’s plan would diminish the pressure for a rise of 
market rates of wages by dissociating them from wage-earners’ 
incomes in all occupations where unemployment appeared. But 
an encroachment of wages on profits .in the prosperous industries 
might none the less unduly limit their power of absorbing labour 
displaced from others. To work effectively, the policy enjoined 
on the Ministry of Labour would have to be on broader lines; 
not to “clear the market,” but to arrive at a wage level con- 
sistent with economic equilibrium and full employment. 

The policy of subsidising wages in order to secure a higher 
standard of living than corresponds to the economic wage level 
is already established ; it is recognised in the whole range of social 
services. Mr. Harrod’s “living wage” would not be a flat 
minimum, but would comprise “various minimum rates for 
various skills and grades, as now fixed by collective bargaining 
or Trade Boards” (p. 336). It should not differ very widely 
from an economic wage. 

If a governmental authority is to determine an economic wage, 
equilibrium will have to be found, as Mr. Harrod assumes, by 
trial and error. But if a stable flow of money is aimed at, the 
trial and error will devolve upon the monetary authorities. 

It should be their function so to regulate the flow of money 
that, at the existing level of wages, industry is just sufficiently 
remunerative to ensure full employment. In the past, whenever 
expansion has gone beyond that point, traders have been well 
enough aware of it, and bankers, and above all central bankers, 
better than traders. The fault has been that the central bank, 
though fully cognisant of the symptoms of excessive activity, has 
conformed under the gold standard to a disastrously tardy 
criterion. 

The deflationary action of central banks finds no place in 
Mr. Harrod’s account of depressions (pp. 325-7). He accepts 
unreservedly, what has unfortunately come to be the prevalent 
belief of economists, that depressions are caused by excess saving. 
That theory seems to me in direct conflict with the facts, for, if it 
were true, would not the earliest symptom of depression be a fall 
of the long-term rate of interest to a minimum ? 














422 THE ECONOMIC JOURNAL [DEC. 


A low long-term rate of interest is, no doubt, a symptom of 
depression, but it occurs at a late stage, long after the set-back in 
activity has been felt in both consumption industries and instru- 
mental industries. 

Upholders of the excess-saving theory, excluding, as they do, 
the functions of bank rate from consideration, are invariably led 
to the pessimistic conclusion that depressions cannot be avoided, 
but only mitigated. Mr. Harrod has begun to distrust “ piece- 
meal and roundabout methods such as those kinds of public 
works that are devised for no other purpose than to give employ- 
ment ”’ (p. 324), and sees defects and dangers in “ the injection of 
public expenditure on loan account ” (p. 327). He is well on the 
way to a purely monetary theory of the problem. The wage level 
must be in equilibrium. In equilibrium with what? Clearly 
with the flow of money, consumers’ income and outlay and general 
demand. Equilibrium will yield the price level which ensures 
normal profits. Profits will be above normal in the prosperous 
industries, below normal in those which are declining. The 
shrinkage of employment in the declining industries is a very 


small part of the unemployment problem. 
R. G. HAWTREY 





Keynes vs. HAYEK ON A CommopiIty RESERVE CURRENCY 


THE issues raised in Lord Keynes’ reply to Professor F. A. 
Hayek’s article on a commodity reserve currency, in a recent issue 
of this JouRNAL, seem worthy of more extended discussion.* 

It will perhaps do no great injustice to Professor Hayek’s 
views to assert that he brought the great weight of his authority 
to an all but unqualified support of the proposal to give “ free 
coinage ” to warehouse receipts covering representative bales of 
the standard storable raw materials of industry and trade.” 

Professor Hayek believes that the defects of the gold standard 
lay not in conception, but in adequacy to its task. The gold 
standard always operated in the right direction, but not with 
sufficient power or speed. Whenever the public showed an 
increasing preference for liquidity—with a consequent fall in the 
price level—the mining of gold was stimulated in compensation 

1 Professor Hayek’s article, ‘‘ A Commodity Reserve Currency,”’ was followed 
by Lord Keynes’ reply, ‘“‘ The Objective of International Price Stability,” in the 
June—September, 1943, issue of this JourNnat (Vol. LIII, Nos. 210-11, pp. 176-87. 

2 The proposal is elaborated by its initiator, Mr. Benjamin Graham, in his 


book Storage and Stability (McGraw-Hill, New York, 1937), and is now so well 
known as not to require further exposition here. 
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of the unemployment with which other industries were then 
afflicted. But the relative unimportance of gold-mining as an 
employer of labour, or its complete absence from many economies, 
reduced this compensation to negligible importance everywhere 
but in South Africa. The gold standard also operated, at long 
last, to check any secular trend in the price level through the 
increase in the rate of gold supply which attended a rise in the real 
value of gold, and the reduction in the rate of gold supply which 
occurred when the real value of gold fell off. But, if the nine- 
teenth century may be taken as a criterion, the attendant “ cycle ” 
takes something like a quarter of a century to run its course. 

Though the gold standard thus tended towards the main- 
tenance of full employment, and to the preservation of a stable 
price level, the tendency in both cases was so faint as to be of no 
practical importance. Professor Hayek, and other advocates 
of a commodity reserve standard, assert that it would greatly 
ameliorate, if not completely cure, these defects of adequacy in its 
gold counterpart. 

Lord Keynes, I take it, is not concerned to deny these asserted 
virtues of a commodity reserve standard, but says that it is open, 
along with the gold standard, to another, more modern and, one 
gathers, more important, objection, in that it would attempt 
“to confine the natural tendency of wages to rise beyond the 
limits set by the volume of money,” and that it could do so only by 
deliberately creating unemployment. 

I do not know what Lord Keynes means by the “ natural ”’ 
tendency of wages to rise beyond the limits set by the volume of 
money, unless it is that the wage-earner would always like to have 
higher money wages than he can currently earn on the basis of a 
stable price level, and that no one is in a position to prevent 
his getting them. This would certainly be news to Karl Marx, and 
if both Marx and Keynes were right in their day and generation, 
the proletariat has surely come into its own, and more, in a way 
that Marx never envisaged. The degree in which it is true that 
there is any “ natural ”’ tendency towards an increase of money 
wages per unit of output is, of course, a matter of time, place and 
circumstance, and what should be done about it, in any given 
case, is a political rather than an economic problem. The 
problem, that is, does not at all touch the question as to whether 
the commodity reserve standard is an economically good monetary 
standard, but is solely concerned with its reception by a politically 
potent group. 

That Lord Keynes is under no illusions about the dangers of 
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appeasement of such a group is shown by the fact that, in his 
concluding paragraph, he says that “‘ some people argue that a 
capitalist country is doomed to failure because it will be found 
impossible in conditions of full employment to prevent a progres- 
sive increase in wages ”’ (beyond the point which can be sustained 
without a persistent rise in the price level). Disregarding the 
query as to whether a country so situated could be called “ capital- 
ist,” rather than under the domination of a not very enlightened 
proletariat, it may, perhaps, be at once conceded that there is 
much to be said for Lord Keynes’ contention that, in dealing with 
the problem, it is essential that any given country have sovereignty 
over its own monetary arrangements. His opposition to an 
international stabilisation of prices, imposed from outside on all 
participating countries, applies, of course, to an international 
commodity reserve standard with fixed exchange rates. (It 
applies still more strongly to an international system of unstable 
prices, with fixed or viscous exchange-rate relationships, since 
the international price level might then fall rather than rise 
and would, in any case, inevitably fail to correspond with the 
varying shifts in independently determined efficiency-wage rates 
in the several countries.) Since Lord Keynes justifiably believes 
that the difficulty of securing the allegiance of the wage-earning 
group to a policy of stable national price levels would be greatly 
enhanced if it could be made to appear that such a policy was the 
result of an international convention, rather than of purely 
national interest, he looks askance at what he believes to be a 
proposal, through international action, to fasten stable price 
levels on all participating countries. 

Lord Keynes, however, is, I think, not right in saying that 
“ the error of the gold standard lay in submitting national wage- 
policies to outside dictation.”” The original gold standard 
did not submit wage-policies to dictation, by governing authority 
anywhere, but made them the resultant of impersonal forces 
issuing out of the disposition, and potentiality, of individuals to 
follow what they conceived to be their own interest. This system, 
as Professor Hayek points out, had many virtues, and we should 
be badly advised if we should throw away its virtues along with its 
imperfections. The automaticity of the gold standard was, per se, 
all to the good, and what we need is a similarly automatic system 
which will be free of the vices of the traditional gold standard. 
We should not forget that the once well-nigh universal adhesion 
to the gold standard was spontaneous rather than imposed, and 
that it was only after the gold standard had been subjected to 
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varying national management, in an attempt to overcome the 
original objections against it, that it was abandoned by those 
countries that could not make their ideas on its management 
effective, that is, after (unstable) price levels had been imposed 
from without. 

Lord Keynes’ assertion, that a commodity reserve standard 
imposed from without (such as he supposes Professor Hayek to 
endorse) would break down just as surely as the rigid gold stand- 
ard, is not obviously true, but I am not concerned to dispute it. 
Professor Hayek, in his article, fails to state explicitly whether or 
not he posits fixed exchange rates of all national currencies 
against the international commodity standard and, therefore, 
against each other. But if, in line with Professor Hayek’s 
suggestion, some international organisation, such as, e.g., the new 
‘Fund ” or the Bank for International Settlements, should offer 
freely to exchange, both ways, an international currency unit 
against warehouse receipts covering a designated composite of 
raw materials, no monetary policy would thereby be imposed on 
any country. So far as any country chose to keep the exchange 
value of its own currency fixed, against the international unit and 
other currencies tied to it, it would automatically have a sub- 
stantially stable price level. So far, however, as, for one reason 
or another, it preferred an unstabilised price level, the exchange 
value of its currency, vis-d-vis the international unit and the 
currencies of countries with stable exchange rates against that 
unit, would, as a result of commodity arbitrage, automatically 
shift in strictly appropriate correspondence with its shifting 
domestic purchasing power. It seems to me, therefore, that Lord 
Keynes’ argument that an international commodity reserve 
currency would impose, from without, a price-level policy on any 
country, or would break down, is quite untenable. 

There would seem to be no reason why an international 
monetary unit of this sort should not be the international currency 
around which the operations of a Clearing Union, on Lord Keynes’ 
lines, or any international fund, could be centered. Through the 
concurrent free purchase and sale of gold, at a fixed price in the 
international currency, the gold value of the international unit 
could also be fixed, or, what is the same thing, the commodity 
value of gold would be stabilised. This would avoid all the 


1 The reason that it is not obviously true is that a policy of stable price levels 
would, I believe, prove to be much more generally acceptable than the caprices 
of the unmanaged gold standard or the arbitrariness of that standard in its 
managed form. 
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controversy which would be involved in any proposal to deprive 
gold of its present, or traditional, functions. 

Such a standard would represent a great advance over any- 
thing we have had in the past. Not only would it be of great 
value in connection with international investment, but it would 
furnish a point d’appui to which any country desirous of stable 
price levels, and of fixed exchange rates with other like-minded 
countries, could, by linking its own currency to the international 
unit through purchase and sale at fixed prices, repair. 

When once a tie with any and every asset, or group of assets, is 
abandoned, and resort is had to a pure debt currency, one has, in 
my judgment, no standard at all, but merely a wholly unanchored 
medium of exchange and unit of account. Though I have the 
fullest sympathy with the wage-earner’s getting the highest (real) 
wages possible, in the current state of the industrial arts, it seems 
to me that any monetary policy which does not confine such 
tendency as (money) wages may have to rise beyond the limits 
within which it is possible to preserve a stable price level, provides 
a very vicious “standard.” If Lord Keynes takes the contrary 
view, he seems to me, in effect, to be plumping for a progressive 
inflation, wholly indefinite as to time and amount. Against any 
argument for such a currency I would assert that movements in 
the price level have no functional significance, or that, if they 
have, we cannot hope to run a satisfactory economic system with 
price as the regulating mechanism. In that case, the more 
quickly we go to some not very limited form of responsible 
totalitarianism the better it will be for all concerned. If we 
cannot have a distributorily neutral money, any group that can 
get control of the monetary system will have totalitarian power 
over the lives and fortunes of their fellows, without any clear 
recognition of responsibility. 

In a perfectly free monetary system, there is, of course, no 
rate of money wages which would ever, of itself, bring unemploy- 
ment, since there is nothing to prevent commodity prices from 
rising (under the stimulus of new issues of money) to whatever 
level is necessary to cover the stepped-up money cost of the labour 
factor of production. All of us, moreover, are impatient with the 
senseless unemployment with which we have so long been afflicted. 
But, if we refuse even to accept the threat of unemployment 
under any conditions whatever, we shall, under any “ natural ” 
tendency of money wages to rise faster than efficiency, be forced 
to pay whatever money wages labourers may be pleased to demand 
and to jack up the price level unendingly to take care of the 
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situation. The knowledge of what unlimited inflation can mean 
would seem to preclude the prevention, in this way, of a mote of 
unemployment. 

A commodity reserve currency would operate to provide 
unlimited employment, through the unlimited demand for the 
commodities in the reserve, provided the workers did not seek to 
drive money wages above the figure which, at a stable price level, 
is warranted by their real productivity. They are entitled to so 
much—not less and not more—and, if we shrink from saying ‘‘ No”’ 
when they press their demands beyond this point, we shall no 
longer have an economic system, but merely a racket. One may 
contend, if he will, that to say “‘ No ”’ is a deliberate induction of 
unemployment, but the answer is that employment will be avail- 
able if the workers refrain from pushing what, in the circumstances, 
are quite impossible demands for higher (real) wages. Higher 
money wages, if granted in the circumstances, would do the 
workers no good as consumers, since such wages must be com- 
pensated by a higher price level, and, even if some slight unem- 
ployment were thus prevented, it would be at devastating cost in 
social freedom. 

Our real problem of unemployment is not that people are 
denied the opportunity of work at whatever fancy wage they may 
desire, but that they are denied that opportunity at wages that 
they could readily earn under conditions of normal liquidity 
preference. It is the merit of commodity reserves that they 
would operate to keep the preference for liquidity from rising, 
or would sate the appetite for it, by offering it freely in such a 
way as not to interfere with production. 

It is true, as Lord Keynes says, that “ prices can only be 
stabilised by first stabilising the relation of money wages (and 
other costs) to efficiency.” This is precisely the purpose of 
commodity reserve money, and I can see no reason for not pur- 
suing it. As the efficiency of labour rises, money wages would 
tend to rise in correspondence—no more and no less—and there 
would be a steady tendency towards full employment without a 
trace of inflation. 

It is also true that “ international prices which are stable in 
terms of unitas or bancor [the international unit] cannot be 
translated into stable national price-levels except by . . . influenc- 
ing the level of domestic money-costs.”’ Domestic money costs 
would be so influenced, under fixed rates of exchange of a national 
currency against the international commodity unit, and I see no 
strong reason for objecting to this consequence. Whatever the 
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objections, or lack of them, the influence would, in any case, not 
be present if, as pointed out above, the exchange rate of the 
national against the international unit were left free to move in 
correspondence with variations in the local currency price of the 
commodity composite relative to the fixed price in the interna- 
tional currency.! If one insists upon an unstabilised- price level 
at home, there is nothing in a stabilised international unit to 
prevent it, or nothing to prevent other countries having stable 
price levels if they so desire. No country, therefore, would be any 
more inhibited in the presence of an international monetary unit 
of stable value than in the presence of an international unit 
without anchor, and a stable-value international unit would not 
interfere in any way with anything that Lord Keynes has proposed 
in his Clearing Union. 

It is the intransigence of the attitude taken here, and by 
Professor Hayek, which is, I think, troubling Lord Keynes. To 
him it seems ruthless to accept, or provoke, unemployment as a 
means of enforcing adherence to pecuniary purity. How much 
otherwise avoidable unemployment, he asks, would you be willing 
to bring about for this purpose?? The query reflects not only 
Lord Keynes’ humanitarian concern, but also his doubts as to 
political possibilities. He thinks that other, less punitive, means 
must be found if the desired end is to be attained. It would be 
churlish, and foolish, to deny the cogency of his objections on 
this point, and the answer, I think, lies in the adoption of a mini- 
mum wage policy with a normal yearly increase in the minimum 
equal to a generously computed expectation of enhancement in 
the general level of efficiency. Experience goes to show that 
wages above the minimum will respond, at least proportionately, 
to any increase in the lowest group, and if, at any time, the 
expectation of improvement in general efficiency were shown to be 
over-computed (by the fact or immediate threat of unemployment 
in the industries producing the goods in the commodity unit), 
the stated increase in the minimum wage should be temporarily 
suspended in accordance with appropriate provisions in the 
legislation. Some such measure as this would reduce the acerbity 
of disputes over the distribution of income and would promote 
adjustments in an orderly rather than chaotic manner. 

So long as our economic system deviates widely, and in certain 


1 This whole matter is treated in detail in my brochure Fundamenials of 
International Monetary Policy, International Finance Section, Department of 
Economics and Social Institutions, Princeton University, No. 2. 

2 The question was raised in private correspondence with the author 
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respects progressively, from ideally free competition, there is 
bound to be some friction in the determination of who gets what, 
and why. So long, moreover, as we preserve anything whatever 
of the spirit of free contract, the enterpriser must be as free to 
reject the demands of workers as are the latter to reject the terms 
that the enterpriser may offer. Any unemployment that may 
result from this cause is an inevitable phase of freedom. It 
would be as fatal to freedom to insist that, to avoid any un- 
employment whatever, the enterpriser must pay whatever 
monetary wages organised workers may demand, and that the 
State must so shape its monetary policy as to make this possible, 
as it would be to insist, to the same end, that workers must accept 
whatever monetary wage a fascist group of employers might see 


fit to impose. 
Frank D. GRAHAM 
Princeton University. 


Note spy Lorp KE&yNEs 


Prof. Graham’s statement of my point of view is a very fair 
one. But in the note on which he comments I expressed myself 
much more briefly than the nature of the subject-matter really 
allowed. So, to diminish the chances of misunderstandings, 
there are one or two points I should like to re-state and emphasise. 

I have no quarrel with a tabular standard as being intrinsically 
more sensible than gold. My own sympathies have always 
fallen that way. I hope the world will come to some version of it 
some time. But the opinion I was expressing was on the level of 
contemporary practical policy ; and on that level I do not feel that 
this is the next urgent thing or that other measures should be 
risked or postponed for the sake of it. These are some of my 
reasons :— 

1. The immediate task is to discover some orderly, yet elastic 
method of linking national currencies to an international currency, 
whatever the type of international currency may be. So long as 
national currencies change their values out of step with one 
another, I doubt if this task is made easier by substituting a 
tabular standard for gold. Indeed the task of getting an elastic 
procedure may be made more difficult, since a tabular standard 
might make rigidity seem more plausible. Perhaps unjustly, I 
was suspecting Prof. Hayek of seeking a new way to satisfy a 
propensity towards a rigid system. 

2. In particular, I doubt the political wisdom of appearing, 
more than is inevitable in any orderly system, to impose an 
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external pressure on national standards and therefore on wage 
levels. Of course, I do not want to see money wages forever 
soaring upwards to a level to which real wages cannot follow. It 
is one of the chief tasks ahead of our statesmanship to find a way 
to prevent this. But we must solve it in our own domestic way, 
feeling that we are free men, free to be wise or foolish. The 
suggestion of external pressure will make the difficult psycho- 
logical and political problem of making good sense prevail still 
more difficult. 

3. This does not strike me as an opportune moment to attack 
the vested interests of gold holders and gold producers. Why 
waste one’s breath on what the Governments of the United 
States, Russia, Western Europe and the British Commonwealth 
are bound to reject ? 

4. The right way to approach the tabular standard is to 
evolve a technique and to accustom men’s minds to the idea 
through international buffer stocks. When we have thoroughly 
mastered the technique of these, which is sufficiently difficult 
without the further complications of the tabular standard and the 
oppositions and prejudices which this must overcome, it will be 
time enough to think again. On buffer stocks I can enthusiastic- 
ally join forces with Professor Frank Graham and Mr. Benjamin 
Graham. Though even here I am beginning to feel a slight 
reserve about whether just this moment, when many materials are 
scarce, is the right moment to start; they can so easily be turned 
into producers’ ramps, and if they start that way the prospect of a 
brilliant improvement will have been prejudiced. 

All this, I agree, is very low-level talk; for which I apologise. 
But it was in fact from a low level that I was, in the first instance, 


addressing Professor Hayek on his dolomite. 
KEYNES 





OFFICIAL PAPER 


THE UNITED STATES IN THE WoRLD Economy ! 


Tue Department of Commerce Report gives a detailed account 
of the U.S. balance of payments from 1919 to 1939, and, inci- 


1 The United States in the World Economy. Prepared in the International 
Economies and Statistics Unit of the Bureau of Foreign and Domestic Commerce, 
U.S. Department of Commerce. By Hal. B. Larry and Associates; with a fore- 
word by Wayne C. Taylor, Under-Secretary of Commerce. (Government 
Printing Office, Washington, 1943; reprinted by H.M. Stationery Office, London, 
1944. Pp. viii + 216. 2s. 6d.) 
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dentally, provides what is probably the clearest and most pene- 
trating analysis that has yet appeared of the whole history of 
international trade in that period. 

The narrative is conducted in terms of the world supply and 
demand for dollars. Its central episode is the fall in supply of 
dollars with the onset of the great slump. This is dramatically 
shown in the following table : 























$ millions. 
. Percentage 
1929. 1932. Teedenen. 

Dollars supplied by U.S. through purchases 

of goods and services and new investments 

abroad. A ; ‘ ; ; 8 7,400 2,400 68 
Dollars required to meet fixed debt service 

payments to U.S.A., a no defaults 

or readjustments . 900 900 _ 
Remainder available to spitiaadte countries for 

other purposes ‘ R 6,500 1,500 77 





The fall in supply of dollars was due to the cessation of 
foreign lending, and to the fall in U.S. purchases on income 
account. The report emphasises the great weight of U.S.A. in 
the world economy. Her national income, in money terms, was 
equal in 1929 to the combined total for the twenty-three other 
largest capitalist countries. Her industrial production was nearly 
half that of the entire world. Her consumption of the principal 
raw materials and foodstuffs was 39% of the total for the fifteen 
greatest commercial nations. This predominance is important 
because the American economy is less stable than that of the 
rest of the capitalist world. In 1920-1921 the decline and 
recovery in U.S.A. was sharper than in any other country. In 
the great slump, U.S. industrial production fell by almost 50%, 
while in other countries (excluding U.S.S.R.) the decline was 
25%. In 1937 a swing of Government policy towards “‘ sound ” 
finance precipitated a fall in industrial production of more than 
20% in a single year. 

The variability in U.S. production is reproduced with more than 
proportionate violence in her purchases from the rest of the world. 
Partly because of her high protective tariff, but perhaps more 
because of her superior productivity in manufacture, U.S. physical 
imports consist mainly of industrial raw materials. The volume 
of these imports moves almost exactly with industrial production, 
so that their volume falls sharply in a slump. As the U.S.A. 
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market is a substantial proportion of the world market, and as 
the commodities in question have in general an inelastic supply, 
a reduction in the volume purchased in U.S.A. leads to a sharp 
fall in their prices. The value of imports therefore falls more 
than in proportion to the decline in home activity in U.S.A. 
Nor do other types of imports come to the rescue. The small 
trickle of luxury imports which comes in over the tariff shrinks 
when the wealthy classes are suffering from the financial con- 
sequences of the slump. Foreign travel, which provides a sub- 
stantial volume of invisible imports in boom periods, falls sharply 
for the same reason. Family remittances to relatives abroad 
fall off with the growth of unemployment in U.S., and foreign 
missions and other charitable institutions curtail remittances 
when their subscribers are hit by the slump. After 1921 U.S.A. 
was a net importer of shipping services, and payments under 
this head also fall sharply with the decline in passenger and 
freight traffic due to the slump. Total payments on income 
account fell from $6,361 million in 1929 to $2,322 million in 
1932. Thus a decline in national income to about a half of the 
boom level reduced purchases from abroad to little more than a 
third. 

The decline in the world supply of dollars on capital account 
preceded the fall on income account. The report gives a vivid 
account of the orgy of American foreign lending in the late 
twenties: “Considerable importance must be assigned to the 
competition between investment banking firms for this business 
and the abuses engendered thereby. Enticed by the prospect of 
commissions much higher than those available on domestic issues, 
and faced with the necessity for a continuous flow of new 
securities to keep large staffs of bond salesmen employed, 
American investment bankers had their agents ‘sitting on the 
doorsteps’ of prospective borrowers, as one observer put it, 
offering them money, and many times persuading them to borrow 
more than they actually needed. The bonds were widely dis- 
tributed, in turn, to the American investing public, which was 
attracted by the high yields obtainable, and apparently willing 
to rely on the judgment of the selling bankers as to the safety 
of the loans.” In 1928 the great bull market in Wall Street, 
coinciding with a deterioration in activity abroad, particularly 
in Germany, reduced this business sharply, and the cessation of 
foreign lending, as a result of the slump which it helped to 
precipitate, became almost complete in 1931. 

The fall in purchases on income account and in loans between 
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them produced the cataclysmic decline in the world supply of 
dollars depicted above. How did the world react? The various 
elements cannot always be sharply distinguished in the figures, 
but the following factors can be seen at work : 

(1) There was a decline in demand for dollars which may be 
called coincidental with the fall in supply. There would have 
been some recession in activity in the rest of the world in 1929 
even if U.S.A. had not fallen into the slump. This, so to say 
indigenous, decline in home incomes abroad reduces demand for 
dollars both because of falling consumption of U.S. goods and 
services along with goods and services in general, and because of 
a decline in dividends on U.S. foreign equity investments and 
in profits earned in U.S. concerns operating abroad. 

(2) More important than the coincidental decline in incomes 
abroad was the decline induced by the fall in American expendi- 
ture. The multiplier operating upon a fall of four milliard 
dollars in U.S. payments to the rest of the world, set the slump 
spinning on its downward spiral, reducing income abroad, and 
consequently consumption of U.S. goods and services (as well as 
dividend payments). This in turn deepened the slump in U.S.A. 
itself. 

(3) Defaults reduced fixed-interest payments to U.S., both 
on business and government account. (Service of war debts, 
which bulked so large in contemporary discussions, was numeric- 
ally a relatively small part of the whole.) 

(4) On top of the decline in foreign incomes directly induced 
by the fall in U.S. payments for visible and invisible imports, a 
further decline in incomes was indirectly induced, through the 
medium of deflationary policies adopted in many countries 
struggling with an adverse balance of payments (each country 
thereby increasing the difficulties of the rest). 

(5) As the slump wore on, deflationary pressure was somewhat 
relaxed as many countries sought an alternative in exchange 
depreciation and in various devices of economic nationalism. 
The appreciation of the dollar, brought about by the depreciation 
of sterling and allied currencies in 1931, was reversed in 1933. 
While it lasted it brought only slight relief. For the bulk of 
American imports, as the report clearly shows, price elasticity is 
zero. Depreciation of the suppliers’ currency merely reduces the 
amount of dollars paid for imports. On the other hand, depre- 
ciation must have played some part in curtailing American 
exports, though it was less important than direct measures of 
protection. The scramble towards autarky which followed the 
Nos. 215-16.—VOL. LIv. FF 
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onset of the slump, while it curtailed the foreign trade of each 
country relatively to its shrunken home income, curtailed imports 
from America relatively to imports in general. (This is shown 
in a particularly interesting series of tables in the report.) Thus 
in the end the world evolved for itself something like the scarce 
currency clause of the Bretton Woods proposals, and, after bitter 
struggles, partially solved the problem of the deficiency in the 
world supply of dollars by discriminating against imports from 
U.S.A. 

The tone of the report is extremely sympathetic towards 
the troubles caused in the rest of the world by the instability 
of the American economy. The authors by no means subscribe 
to the view that economic nationalism helped to cause the slump, 
and that, if a regime of fixed exchanges and non-discriminatory 
trade could be re-established, all would be well. (Indeed, it is 
hard to understand how this view has succeeded in surviving at 
all in face of the evidence.) They hold that one reason why the 
rest of the world suffered more in the great slump than in 1920 
or in 1937 was precisely because the gold standard was in opera- 
tion in 1929. In the earlier slump drastic exchange depreciation 
enabled the rest of the world to some extent to insulate itself 
from U.S.A. and by 1937 it was partially cut off by protection, 
trade planning and “ multiple currency practices.””’ Mr. Wayne 
Taylor, in his admirable foreword, sums up: ‘ Unless the supply 
of dollars is more adequate to meet foreign requirements, other 
countries will assuredly insist on their rights to exercise a close 
selective control over the use of the amounts available and to 
promote more intensive relations with third countries under 
preferential trading arrangements. Unless dollars are made 
available with greater regularity than in the past, it would be 
both unjust and unwise to demand the removal of restraints 
and controls largely designed to protect the internal economies 
of other countries against external shock and pressure.” 

If the rest of the world must blame the vagaries of laisser 
faire in U.S.A. for much of its troubles, in one respect it has 
only itself to thank. Mr. Wayne Taylor continues: “Serious 
difficulties also arose from the misuse of dollars by foreigners. 
This was notably true of the behaviour of foreign capital, which 
was especially attracted to the United States in time of distress 
and unrest abroad and of economic expansion in this country. 
Such shifts of capital, which went largely into speculative stock- 
market transactions and short-term balances, were of little or 
no benefit to this country and did positive damage to other 
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countries. Unless brought under control in the future, capital 
movements of this nature might readily nullify other efforts to 
attain greater stability in international transactions and would 
decrease the amount of dollars available to foreigners for pur- 
chases of American goods and services.” 

It is impossible to distinguish movements of “ hot money ” 
sharply in the figurés. In the early part of the period short-term 
capital movements are hard to trace. As the report says: “It 
is a remarkable commentary on the complacent laissez-faire 
attitude that characterized the twenties that only the barest 
data were collected on the volume and composition of short- 
term funds.’ After 1931 the data are more complete, but, even 
then, the type of asset acquired by a lender does not necessarily 
provide a clue to the nature of the transaction. Capital move- 
ments are analysed under the headings of new issues, direct 
investments, repayments, dealings in outstanding securities, and 
short-term capital transactions. The last two are the main 
vehicle for purely financial movements, induced by exchange 
speculation, stock-exchange speculation or political uncertainties 
and fears. The report does not attempt to provide an over-all 
figure for movements of this type, but it is clear that a great 
part of the suction which dried up the liquidity of the world, 
and forced her superfluous gold hoard upon U.S.A., came from 
this source. 

This is most clearly seen in the latter part of the period. 
After 1934 American exports were kept in check by protective 
devices in other countries while internal production, and with it 
American imports, revived (mainly under the influence of deficit 
finance), so that from 1935 to 1937 U.S.A. had an adverse 
balance on current account (in million dollars, 1935, — 156; 
1936, — 218; 1937, — 31), yet in these years there was a large 
net inflow of capital (1935, + 1,508; 1936, + 1,208; 1937, 
+ 877) leading to an inflow of gold of more than a milliard 
dollars in each year. In 1939 the inflow of gold from the dis- 
tracted world reached the fantastic level of three milliard dollars, 
while the surplus on current account was $732 million. 

In the discussions leading up to the Bretton Woods proposals 
it has been recognised that this sort of thing cannot be allowed 
to continue. It is clear enough in principle that private owners 
of wealth have no right to the liberty to move funds around the 
world according to their private convenience, and it is clear that, 
in the uneasy conditions of modern times, no conceivable inter- 
national currency system can survive for long if that liberty is 
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granted. Admitting this principle involves a substantial depar- 
ture from laisser-faire ideals. It entails that each country (or 
each group of countries joined in a currency union) must exercise 
control over its foreign exchange dealings, and permit no net 
outflow on capital account beyond the limits of the surplus on 
the national income account. This is not a simple matter, even 
for a relatively well-disciplined society like* our own, provided 
with competent statisticians and incorruptible officials. But 
whatever difficulties and disagreeableness it may entail, it is 
clearly a sine qua non for the re-establishment of any reasonable 
international currency system. 

It is interesting to observe that Article VI of the Bretton 
Woods document is drafted in such a way as to leave U.S.A. 
free from any inducement to control capital transfers. In itself, 
this is not of much importance. A flight from the dollar if it 
occurred (for instance, in the interval between a new slump and 
a new New Deal) would merely bring about a welcome redis- 
tribution of gold around the world. But it seems rather unlikely 
that there would be any eligible place for American capital to 
fly to, since other nations would be free to prevent the retransfer 
of the capital once lodged with them. The drafting of this 
article has, however, wider implications. It is symptomatic of 
the fact that the U.S. authorities have no intention of exercising 
control over capital movements of any kind, so that the adjust- 
ment of new lending to the balance on income account is to be 
left as heretofore to the chances of laisser faire. Even if the 
“hot money ” nuisance were kept within bounds by controls in 
the deficit countries, the major problem of international lending 
would still remain to be solved. 

It is laid down in the Bretton Woods proposals that when a 
currency threatens to become scarce the International Monetary 
Fund may issue a report “ setting forth the causes of the scarcity 
and containing recommendations designed to bring it to an end.” 
At the onset of the next American depression a report such as 
this Department of Commerce document—enlightened, lucid, 
sober, based on indisputable evidence—might have a great 
influence in educating the capitalist world. But, at best, what 
could it recommend? It could call for the cessation of a perverse 
capital movement from deficit to surplus countries, if this was 
still persisting; it could instruct the Fund to provide liquidity, 
so as to check the secondary deflation in deficit countries attempt- 
ing to defend their balances of payments; it could give its 
blessing to policies of mutual support among deficit countries 
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attempting to counteract the fall in their own home activity. 
But the hard core of the problem—the fall in American purchases 
from the world—would still remain. An appreciation of the 
dollar, or the enforcement of the scarce currency clause, would 
check American exports, and throw back some of the secondary 
consequences of the slump on to the United States, making 
unemployment somewhat worse there and somewhat less outside. 
But this at best would be only a partial remedy for the rest of 
the world, and for the world as a whole, including U.S.A., it 
would be no remedy at all. Nothing but a recovery of outlay 
by U.S.A. could provide a genuine solution. 

Mr. Wayne Taylor and his colleagues tentatively favour the 
maintenance of U.S. national income by means of a large surplus 
of exports matched by foreign lending; since they are shy of 
discussing inter-government loans, and since the sale of foreign 
bonds to the U.S. public has such a dismal history, they lay the 
main emphasis on direct investments in countries requiring 
development. Yet it is scarcely plausible to suppose that direct 
investments, commercially profitable, can be found on a sufficient 
scale to maintain a high level of employment in U.S.A. for long. 
And, if found, it is very doubtful how far they would be welcomed 
by the countries in which it was proposed to situate them. (The 
report suggests that the association of local with American busi- 
ness interests serves to “ ‘ nationalize’ enterprises financed by 
alien capital,” but this scarcely seems sugar enough to get the 
undeveloped countries to swallow the pill of dollar imperialism.) 
Nor is there any reason to suppose that a boom based on such 
investments would not lead to a slump, when the cream had 
been skimmed, which would face the world with the old problem 
in a slightly new form. But what are the alternatives? Invest- 
ment planning inside U.S.A.? Perpetual deficits? A redistribu- 
tion of income that would cut at the root of the excessive 
American propensity to save? We could scarcely expect the 
Fund, reporting on a scarcity of dollar exchange, to recommend 
a revolution in the United States. 

The conclusions of the Department of Commerce report are 
its weakest point. Yet it is scarcely a reproach to the authors 
to say so. It is just because they see the problem clearly that 
they find it baffling. 

Joan ROBINSON 
Cambridge. 
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OBITUARY 


PETER STRUVE 


PETER BERNHARDOVICH STRUVE, who died in Paris on February 
26, 1944, at the age of seventy-four, was born in Perm (Russia) 
in 1870. He was the grandson of the famous astronomer, Georg 
Friedrich Wilhelm Struve, the founder and first director of the 
Pulkovo Observatory near St. Petersburg. 

After studying at one of the secondary schools in the capital, 
he went to the University of St. Petersburg. As a student he 
became well known in Russian Marxist circles, and soon after 
graduating published in 1894 his first work—Critical Observations 
on the Problem of Russia’s Economic Development—which made a 
great stir and played an important part in the controversy between 
Russian Marxists and Narodniki (Populists). In the ‘nineties 
Struve edited two Marxist reviews and contributed articles to 
various Russian periodicals, as well as to Brawn’s Archiv fir 
soziale Gesetzgebung. In 1901, after a short arrest and banish- 
ment from the capital, Struve emigrated abroad and settled down 
in Stuttgart, where he began publishing an anti-Government 
constitutional weekly, Osvobozhdenie (Liberation). It was widely, 
though illicitly, circulated in Russia. Its publication was after- 
wards transferred to Paris, where it continued to appear until 
October 1905. By the time he emigrated, Struve had already 
parted company with the Russian Social-Democratic party, whose 
manifesto he drew up in 1898, and from Socialism and Marxism 
had moved towards Liberalism and philosophical idealism, 
becoming one of the recognised leaders of the Russian liberation 
movement. After the Constitution of October 1905, Struve 
returned to Russia and joined the Constitutional-Democratic 
(Cadet) party. In 1907 he was elected member of the Second 
Duma, and during its short life took an active part in the work 
of its Budget and Labour Commissions. When the Second Duma 
was dissolved he retired from active politics and devoted himself 
to academic and scholarly work as Lecturer, and later Professor, 
of the Polytechnic Institute in St. Petersburg, while at the same 
time continuing to play a prominent part in Russian political 
life as an independent non-party publicist and political thinker. 
In 1907 he became the joint, and from 1910 the sole, editor of one 
of the best-known Russian monthlies—Russkaya Mysl (Russian 
Thought)—round which he gathered an impressive array of literary, 
philosophical and political talent. Struve’s principal articles 
on political, cultural, philosophical and religious subjects, covering 
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the period from 1905 to 1910, were collected in 1911 in a volume 
entitled Patriotica. He was also one of the principal forces behind 
the famous Vekhi (Landmarks) miscellany, in which the traditional 
outlook of the Russian intelligentsia was subjected to severe 
criticism by a number of philosophers and political thinkers, 
and which gave rise to a violent controversy. 

In 1913 Struve published a volume of studies of Russian eco- 
nomic life in the eighteenth and nineteenth centuries, under the 
title Krepostnoye Hozyaystvo (Manorial Economy). This was 
followed in 1913 and 1916 by Struve’s magnum opus in the field 
of political economy, entitled Hozyaystvo-i tsena (Economy and 
Price), for which the degree of Doctor of Political Economy was 
conferred on him by the University of Kiev. 

When the war of 1914 broke out, Struve was appointed to 
the Government Commission on Food Supply. Later he headed 
the Russian Economic Warfare (Blockade) Committee, and in 
this capacity visited, in 1916, England and France to confer with 
his opposite numbers, Lord Robert Cecil and M. Denys Cochin. 
During the same visit he took part in the Summer Extension 
lectures on Russia at Cambridge, where a doctor’s degree was 
conferred on him. His lectures on Russian economic develop- 
ment were published in the composite volume entitled Russian 
Realities and Problems, edited by. J. D. Duff. Early in 1917 
Struve was elected to the Russian Academy of Sciences. 

When the Revolution broke out in Russia in February 1917, 
Struve welcomed it, although from the very first he was aware 
of the dangers which a revolution in the middle of the war por- 
tended for Russia. For a short time he joined the Provisional 
Government as one of Milyukov’s deputies in the Ministry for 
Foreign Affairs (in charge of the Economic Department). He 
resigned after Milyukov’s resignation, and after that his attitude 
to the Provisional Government grew more and more critical. 
In the summer of 1917 he took part in the so-called State Conference 
in Moscow, and later was elected to the Pre-Parliament convened 
by Kerensky’s Government pending the elections to the Con- 
stituent Assembly. Here he represented the Right wing of 
Russian Liberal opinion. 

After the Bolshevik coup d’état he soon succeeded in reaching 
the non-Bolshevik territory in the south of Russia, where he 
joined Generals Alexeyev, Denikin and Kornilov, taking an 
active part in their councils. When the so-called ‘‘ White” 
armies had to abandon Rostov and Novocherkassk, Struve 
returned incognito to Moscow, and for several months lived there, 
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taking part in the activities of the anti-Bolshevik organisations. 
At the time when Russian anti-Bolshevik leaders became divided 
according to their pro-Allied or pro-German orientation, Struve 
remained consistently and actively pro-Ally. In December 1918 
he managed to escape to Finland, and thence went to England and 
France, becoming one of the members of the Russian Political 
Conference under Prince Lvov during the Versailles Peace 
Conference. In the autumn of 1919 Struve returned to Southern 
Russia, then under General Denikin’s rule, and assumed the 
editorship of the daily paper Velikaya Rossiya. When General 
Wrangel succeeded General Denikin, Struve was appointed by 
him Minister for Foreign Affairs. In this capacity he negotiated 
with M. Millerand the de facto recognition of Wrangel’s Govern- 
ment by France. After the final collapse of Wrangel, Struve 
lived for a time in France and Germany, and then moved to 
Prague, where he became Professor of Political Economy at the 
Russian Faculty of Law set up by the Czechoslovak Government 
for Russian émigrés. In 1925 Struve was once more recalled to 
politics, becoming the editor of the Russian daily Vozrozhdenie 
(La Renaissance), published in Paris. He relinquished this post 
in 1927, and after editing for a short time a weekly paper in Paris, 
went to live in Belgrade. Here he took a prominent part in the 
organisation and activities of the Russian Institute. Later he was 
invited by the University of Belgrade to lecture on sociology, and 
in the years immediately preceding the war he lectured on 
political economy in the University of Subotica (Yugoslavia). 
Between 1928 and 1932 he actively collaborated in the weekly 
paper Rossiya i Slavyanstvo (La Russie et le Monde Slave), pub- 
lished in Paris by a group of his younger friends and followers. 
After 1932 Struve again devoted most of his time to academic 
and scholarly activities, contributing articles on a great variety 
of subjects to various Russian and foreign learned publications, 
and among others the Zeitschrift fiir Nationaloekonomie, the 
American Encyclopaedia of Social Sciences, the Seminarium 
Kondakovianum, the Slavonic and East European Review (where 
he published fragments of his Memoirs, one of them dealing with 
his early relations with Lenin), a chapter on Russian agrarian 
régime in the Middle Ages in the ‘“‘ Cambridge Economic History,” 
etc. He was also engaged on revising, in German, his principal 
theoretical and historical work—Economy and Price. Just before 
the present war he completed a new Economic and Social History 
of Russia since the Earliest Times and was working on a History 
of Economic Thought throughout the Ages. 
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In May 1941, after the invasion of Yugoslavia by the Germans, 
Struve was arrested, and later sent to Vienna, but afterwards 
released and allowed to return to Belgrade. In July 1942 he was 
allowed to go to Paris. 

Struve was a man of vast erudition, ranging over a great 
variety of subjects: economics, history, sociology, philology, 
philosophy, literature. This vast erudition, which comprised a 
thorough knowledge of classical languages and literatures, is 
fully revealed in the historical part of his main work, Economy 
and Price (parts of this work have appeared in French and German 
translations in special reviews). His wide knowledge of Russian 
and European literature was shown in the “‘ Author’s Diary ”’ 
which for several years he contributed regularly to the Vozrozhdenie 
and Rossiya i Slavyanstvo. His publications outside the special 
field of economics include a little book on Tolstoy, Reflections on 
the Russian Revolution, and an essay entitled “‘ Pushkin’s Spirit 
and Word” (while working on this latter he collected a vast 
material for a vocabulaire raisonné not only of Pushkin, but of 
Russian literary language in general). Two volumes of his articles 
originally published in various Russian periodicals (Na raznyia 
temy and Patriotica) contain a number of essays of general interest, 
such as “ Socialism and Religion,” etc. Struve also took a great 
interest in the history of Russian learning in general, and wrote a 
number of studies of individual Russian scholars in various fields. 

It would be befitting, perhaps, to conclude this Memoir with 
the words written some twenty years ago by the late Dr. Harold 
Williams: ‘In Peter Struve they [the Russians] possess a great 
personal force of which the component elements are a richly 
furnished and restlessly active mind, deep loyalties and a clear 
and ardent spirit. His academic standing in the first rank of 
Russian economists is more than assured; as a publicist he 
never fails to command attention ; but it is not enough to describe 
him formally as a scholar and publicist. He is in fact a fountain 
of ideas and moral vigour” (‘‘ Peter Struve”’ in The Slavonic 
Review, Vol. IV, No. 10, June 1925). 

GLEB STRUVE 
BIBLIOGRAPHY 
Here is an incomplete list of Struve’s principal publications : 


In Russian 


Critical Observations on the Problem of Russia’s Economic Develop- 
ment. St. Petersburg, 1894. 

On Various Subjects (1893-1901). Collection of articles. St. 

Petersburg, 1902. 
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Patriotica. Politics, Culture, Religion, Socialism. Collected 
articles for five years (1905-10). St. Petersburg, 1911. 

Manorial Economy : Studies in the Economic History of Russia 
in the Eighteenth and Nineteenth Centuries. Moscow, 1913. 

Economy and Price. Part I: Moscow, 1913. Part II: Moscow, 
1916. 

Historical and Political Notes on Contemporary Themes. Sofia, 
1921. 

Essays on Lev Tolstoy. Sofia, 1921. 


** Notes and Studies on Economic Life and Law of Ancient 
Russia: 1. Did the Feudal Régime Exist in Ancient Russia ? 
2. The Name ‘ krestyanin’.”” Inthe Miscellany of the Russian 
Institute in Prague. 1929. (With summaries in French.) 

“What Were Originally the Russian Peasants and Whence the 
Word ‘ krestyanin’?” Inthe Proceedings of the Fourth Congress 
of Russian Academic Organisations Abroad. Belgrade, 1929. 

“The Fundamental and Most General Problems of Money.” 
Ibid. 

“K. A. Nevolin (1806-55) and A. A. Kunik (1814-99). An 
Episode in the History of Russian Learning.” In the Annals 
of the Russian Institute in Belgrade, Vol. 7, 1932. 

“F. V. Taranovsky as an Historian of Western and Russian 
Law.” Ibid., Vol. 13, 1935. 

*‘ Spirit and Mode of Life. An Essay of Historical and Socio- 
logical Interpretation of Western European Middle Ages.” 
Ibid., Vol. 15, 1937. 

*Pushkin’s Spirit and Word.” In the Pushkin Miscellany. 
Belgrade, 1937. 

*'V. G. Vasilyevsky as a Student of the Social History of Antiquity 
and as a Teacher of Scholars.” In the Annals of the Kondakov 
Institute (Seminarium Kondakovianum). Belgrade, 1939. 

“§. P. Shevyrev and the Western Suggestions and Sources of the 

Theory and Aphorism about the ‘ Rotten’ or ‘ Rotting’ 
West.” Belgrade, 1940. 


In Languages other than Russian 


** Past and Present of Russian Economics.” In Russian Realities 
and Problems, ed. by J. D. Duff. Cambridge, 1917. 

“ L’Idée de loi naturelle dans la science économique.” In the 
Revue d’économie politique. Paris, 1921. 

Bilan et essence de V économie communiste. Paris, 1921. 

“ Prix-valeur. Enoncés fondamentaux.” In the Revue 
d’économie politique. Paris, 1922. 

‘** Les tendances maitresses de |’économie russe et les intéréts de 
Europe.” In La Débdécle des Soviets et la restauration 
économique de la Russie. Paris, 1922. 

** Russia.” In The Slavonic Review, Vol. I, No. 1, June, 1922. 

**Tvan Aksakov.” Jbid., Vol. II, No. 6, March 1924. 

“ Sozialliberalismus.” In Handwérterbuch des Gewerkschafts- 
wesens. Berlin, 1932. 

“‘ Syndikalismus.”’ Ibid. 
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“Leo Tolstoj.” In Jahrbiicher fiir Kultur und Geschichte der 
Slaven. Breslau, 1933. 

“My Contacts with Rodichev.” In The Slavonic and East 
European Review, Vol. XII, No. 35, Jan., 1934. 

“My Contacts and Conflicts with Lenin.” Jbid., Vol. XII, 
No. 36, and Vol. XIII, No. 37, April and July, 1934. 

“ Cheirokratie. Zur Charakteristik des antiken Bolschewismus 
und Sozialismus. Eine soziologische Polybios-Studie.” In 
Zeitschrift fir Nationalékonomie, Bd. VII, Heft 3, Wien, 1936. 

“Zum Problem des sog. wirtschaftlichen Gleichgewichtes.”’ 
Ibid., Bd. VII, Heft 4, 1936. 

“ Ferdinand Ténnies (1855-1936). Zur Wiirdigung seines sozial- 
philosophischen und soziologischen Schaffens.” Jbid., Bd. 
VIII, Heft 1, 1937. 

“* Gegenstandstheoretische Grundlagen der Wirtschaftswissen- 
schaft und deren methodischen Konsequenzen ”’ (in Bulgarian 
and German). In Publications of the Statistical Institute for 
Economic Research, State University of Sofia, 1936, No. 4. 

“Konjunktur als wirtschaftstheoretisches Problem” (in Bul- 
garian and German). Jbid., 1937, No. 1. 

** Hedonik, Katallaktik, Politik. Zur sachlichen und methodischen 
Einfiihrung in die Wirtschaftswissenschaft.” In Zeitschrift 
fiir Nationalékonomie, Bd. IX, Heft 1, Wien, 1938. 

“English Tissue-Printing in Russia: An Episode in Russian 
Economic History.” In The Slavonic Year-Book, being Vol. 
XIX of The Slavonic and East European Review, 1939-40. 

“Medieval Agrarian Society in its Prime: Russia.” In The 
Cambridge Economic History of Europe from the Decline of the 
Roman Empire, ed. by J. H. Clapham and the late Eileen 
Power. Vol. I: The Agrarian Life of the Middle Ages. 
Cambridge, 1941. 

Struve’s economic ideas are discussed by Hans Jiirgen Seraphim 
in Neuere russische Wert- und Kapitalzinstheorien, Berlin, 
1925, and by Prof. W. Schelesnow in Die Wirtschaftstheorie 
der Gegenwart, herausgegeben von Prof. Dr. Hans Mayer, 
Frank A. Fetter, Richard Reisch, Bd. I. Berlin-Wien, 1927. 

Struve’s activities during the last war are dealt with in Sir Samuel 
Hoare’s book of memoirs, The Fourth Seal, where he gives 
the text of two interesting confidential memoranda submitted 
by Struve, on the eve of the Russian Revolution, to Lord 
Milner. 





ArtuurR DuckworTH 


THE death of Arthur Duckworth at Sydney on September 22, 
1943, removed the last of the original band of overseas Corre- 
spondents of the Royal Economic Society appointed in 1891. 

Born in Lancashire in 1861, he found himself, by family 
necessity, at work at the age of eleven, in the Manchester office 
of the Scottish National Insurance Company. Three years later 
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the family migrated to Victoria, where in 1875 young Duckworth 
became junior clerk in the Melbourne office of the Australian 
Mutual Provident Society. The Society soon transferred him 
to Sydney, where he spent the remainder of his long working life, 
retiring after more than fifty years’ service, in which he had 
steadily progressed until be became Chief Accountant of the 
Society. 

It was shortly after his arrival in Sydney that Duckworth’s 
interest in economics was stimulated by his attending a University 
Extension class in 1886. Extension classes were a new activity for 
the University of Sydney, and this particular one was conducted by 
a barrister, A. C. Wylie, of whose career little record remains, but 
who was clearly a stimulating personality. The class ran for 
two, years, and early in its second year Duckworth took up 
Wylie’s suggestion (deriving from the foundation of the American 
Economic Association in 1885) for a local economic society. 
The outcome in 1887 was the Australian Economic Association, 
which had twelve years of vigorous life. It included not only in its 
nominal roll but amongst its active members almost everyone 
in the Sydney of the day whom such a society could wish to have ; 
for instance, Timothy Coghlan, the Government Statistician, 
and B. R. Wise, the Attorney-General. The Vice-Chancellor of 
the University was a foundation member, and, rather oddly, one 
of the most enthusiastic and continuously active members was 
the Professor of Classics. The membership list was due mainly 
to Duckworth, who was secretary for some months, and subse- 
quently editor, until the Association was wound up, of its journal 
the Australian Economist.1 It was the first and, at that time, the 
only association for the study of economics in Australia; there 
was no University appointment specifically in economics (although 
Hearn had initiated a course in the Faculty of Law at Melbourne), 
and it was therefore natural that the Royal Economic Society 
should appoint Duckworth its correspondent. With proper 
caution, however, the appointment was for New South Wales 
only, although no other Australian appointment was made until 
Professor Copland became Correspondent for Australia in 1933. 

Duckworth had no great claims as an economist. I have 
recently read the major portion of his numerous papers to various 
societies. Their strength lies in the systematic collection and 
presentation of data rather than in any profundity of thought. 


1 Copies are scarce. I have Duckworth’s editorial file, and there is another 
set in the Mitchell Library, Sydney, but I have not located any other sets. It is 
hoped to publish soon an account of the Association’s activities. 
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Of his two articles for the Economic JourNAL, that on ‘‘ The 
Australian Strike, 1890” (Vol. II, September 1892) remains of 
permanent value as a lucid narrative by a reasonably objective 
observer of the beginnings of the fierce industrial warfare of the 
‘nineties. It was as an organiser of the study of economic and 
allied problems that Duckworth earned his right to remembrance. 
He as editor and B. R. Gelling as secretary carried the Australian 
Economic Association along. When that failed, he organised its 
active members into an Economic Section of the Royal Society 
of New South Wales. When that flickered out after a few years 
of precarious existence, he intensified his interest in the economic 
section of the Australian Association for the Advancement of 
Science and in the Actuarial Society of New South Wales. To all 
these bodies he read papers, he participated in their management, 
and was a regular and active meeting and conference member. 

Of the man himself no adequate impression can be given. 
His last years were spent in retirement at Malabar, an outer sea- 
side suburb of Sydney, where he divided his time between his 
garden and his books, and his connection with the Economic 
JOURNAL became largely formal. (His last identifiable contri- 
bution was in 1926.) I myself had never met him, and at the 
end not one of his intimate friends or business associates remained ; 
even to his sons he had become a somewhat remote figure. Only 
in his library could one catch a glimpse of the man behind the 
papers, the minutes and the editorials—the formal record of a 
persistent organiser. Economics was heavily represented, of 
course, and for its time the collection represented a judicious 
selection. But his habit of dating his purchases showed that after 
his retirement his interest in economics was no longer so keen, 
although he could still be attracted by a first-edition Ricardo or 
the 1852 Hertford edition of Jones’ Political Economy. Even 
when nearing eighty he maintained his habit of close and careful 
reading, attested by his marginal marking of the essential steps 
in an argument. But more and more he concerned himself with 
theology (he was an earnest Wesleyan) and with economic history. 
Nevertheless pride of place was reserved for the Economic 
JOURNAL. From office-boy to chief accountant is a not uncommon 
story, but few chief accountants—very few in Australia—would 
have collected such a library, and fewer still would have made 
those books such constant and close companions. 


8. J. Burin 
University of Sydney. 
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CurRRENT ToPIcs. 


Sir ARTHUR SALTER, having reached the age of retirement, has 
vacated the Chair of Political Theory at Oxford. The Professor- 
ship has been divided and reconstructed. Mr. G. D. H. Cole has 
been elected Chichele Professor of Social and Political Theory and 
Mr. K. C. Wheare has been elected Gladstone Professor of Political 
Institutions. 





UnpEr the auspices of the Conference of Allied Ministers of 
Education a Committee has been set up to administer the organisa- 
tion and premises known as the Inter-Allied Book Centre, where 
books can be received and systematically arranged for ultimate 
allocation to national, university, public and other libraries in 
the allied countries, whose books have been destroyed. It is 
hoped that universities; scientific, literary and other learned 
societies; and their individual members will support this scheme 
generously. If anyone, who is unable to give books or periodicals, 
desires to support the general scheme, any money contributed 
will be used entirely for the purchase of books and periodicals 
urgently required; but so many books have been destroyed, or 
are in short supply, that the need is for books rather than money. 

For the sake of economy in transport and labour it would be a 
great convenience if donors will first send to the Director lists of 
the books available. Carriage will be refunded, if so desired, on 
all books presented. 

Books and periodicals in good physical condition, in all fields 
of knowledge, should be sent to the Inter-Allied Book Centre, 
3-5 Salisbury Square, London, E.C. 4, where they will be acknow- 
ledged and dealt with by Mr. B. M. Headicar, the Director, and a 
qualified staff. 





Owing to an oversight the June-September Economic 
Journal was numbered 214, instead of 214-15. In order to 
keep the continuity of four numbers in the year the present 
issue is, therefore, numbered 215-16. 
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I. H. Stecet. Some Problems of Statistical Education and Teaching : 
J. Kimetman. On Samples from Finite Populations : J. CORNFIELD. 
A Simplified Formula for Mean Difference: TsENG-TuNnG CHENG. A 
New Probability Function and Its Properties: Tsenc-Tune CHENG. 
A Chart of the Chi-Square Distribution : C. I. Briss. 


American Economic Review. 

JUNE 1944. Scarce Raw Materials: .M. W. Watxtys. The Control of 
Strategic Materials: W. Hamitton. Variations of Retail Sales Tazes : 
H. P. Warp. Monetary Expansion and the Inflationary Gap : C. War- 
BURTON. Business Stabilization by Agreement: M. A. CopPELAND. 
Supplement. Implemental Aspects of Public Finance (Special Symposium 

- of Papers Presented at the Fifty-sixth Annual Meeting of the American 

Economic Association) : R. Buoucu, H. M. Groves, C. SHovur and 8. E. 

LELAND. 
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Social Research. 

May 1944. The Lesson of Italy: M. Ascout. The Problem of German Re- 
education: R. Uticu. The Nationalities Policy of the Soviet Union : 
E.Huua. The Central Theme in the History of Economics : E. HEmMANN. 
European Transportation under German Rule: H. Buock. Capital is 
Made at Home: L. A. Hann. , 


Econometrica. 

Aprit 1944. An Application of the Variate Difference Method to Multiple 
Regression: G. TIntNER. Stochastic Models of Economic Fluctuations : 
L. Hurwicz. Seasonal Variation in the Volume of Bills Discounted : 
H. P. HarrKeMeErER. Employment and Relative Inflation in Magsa- 
chusetis ; C. W. Coss. 

Juty 1944. Supplement. The Probability Approach in Econometrics : T. 
HAAVELMO. 

The Journal of Economic History. 

May 1944. Railroads as an Economic Force: L. H. Jenks. Monetary 
Problems in Spain and Spanish America: E. J. Hamitton. A Report 
on Research in Economic History: A. H. Core. 


Journal of Farm Economics. 


May 1944. Cotton Surplus Disposal Programs: L. D. Howe. Co- 
operative Relationships and Business Performance : M. A. ABRAHAMSEN. 
Future Trends in Germany’s Agricultural System: N. Rosryson. 
Measuring the Effect of Agricultural Advertising: A. F. Wotr. Some 
Economic Effects of Graduated Income Tax Rates on Investors in Farm 
Capital: A. A. DowEtt and G. E. ToBen. Response to Price in Pro- 
duction of Cotton and Cotton-seed : R. M. Wausu. 

Aveust 1944. Changes in Income Distribution in Agriculture with special 
reference to Technological Progress: E. O. Heapy. A Philosophy of 
Agricultural Adjustment with particular reference to the South-east : R. W. 
Harrison. The Problem of Post-war Land Settlement and Agricultural 
Production: A. T. M. Lez. Changing Emphases in Agricultural Price 
Control Programs: G. SHEPHERD. Farm Management Research Needs 
in New England: H. Woopwortu. Fuller Annual Employment of 
Farm Labor: R. J. Smite. The Family Farm: O. R. Jonnson. A 
Post-war Program for American Agriculture: C. H. Hammar. 


Wheat Studies (Stanford, California). 
Vou. XX, No. 5, May 1944. World Wheat Survey and Outlook, May 1944 : 
HELEN C. FARNSWORTH and V. P. TrmosHENKO. The Crop Year 1943- 
44 may long be remembered as the year of record diversion of wheat to 
non-food uses, including fuel in Argentina. In the United States alone 
some 600 million bushels will be used for feed and industrial alcohol. 
A substantial portion of the wheat fed in the United States is coming 
from Canada. For the first time for a century, the United States will 
rank as the second largest net importer of wheat in the world—surpassed 
only by the United Kingdom. World net exports seem likely to reach 
or exceed 500 million bushels this year. Rationing now limits human 
consumption of bread in all European countries except the United 
Kingdom, Eire and perhaps Rumania. The increases in bread rations in 
many European countries have been maintained, but have been partly 
offset by reductions in rations of other foods. The present outlook 
for 1944-45 is for little change in the domestic bread-grain supplies of 
Continental Europe ex-U.8.8.R., and for historically large, though 
reduced, wheat supplies in each of the four overseas exporting countries. 
A considerable suaudlion of livestock numbers appears necessary in 
the United States. 
Foreign Affairs. 
Juty 1944. The German Army Today: G. F. Exiot. America at War: 
H. W. Batpwin. Capitalism and Socialism: C. B. Hoover. [If the 
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Nazis Flood Holland: E. N. van KuErrens. The Transformation of 
the German Idea: B. Croce. Women in Britain: BARBARA WARD. 
An American Commonwealth of Nations: F. TANNENBAUM. JInter- 
national Credit and Currency Plans: L. Rasminsky. The Future of 
International Cartels: E. 8S. Mason. Order in Oil: H. Frets. They 
Buried France: L. Rocers. The Japanese Islands: H. Gitcurist. 
The War Pattern of Swiss Life: W. RicHTER. 


La Revue Economique et Sociale (Algiers). 


No. 2. Les idées de la résistance sur la réforme économique. Grandes lignes 
de la politique anglaise pour Vaprés-guerre: J.P. Raupnitz. Les trans- 
ports aériens d’aprés-guerre: A. VERDURAND. Vincent Auriol répond 
a notre numéro un. 

No. 6. Promenade @ travers l'économie capitaliste: J. Jacqures. Les 
petroles du proche-orient : R.CHAMBLON. Le contréle, cancer de l’adminis- 
— : H. F. Herviev. La question textile en Afrique frangaise: E. 

GE. 

No.7. Le socialisme et le capitalisme doivent étre dépasses : P. CAUCHELEX. 
Les industries-clés en Angleterre: J. GrirritH. Schema de coopération 
économique entre nations: C. Vintirers. La culture des céreales en 
Algérie : L. R. DEBouREAU et P. LaumMonrt. 

No. 8. La révolution sociale est raisonnable: J. Purter. La vitesse des 

navires marchands et les transports maritimes de demain: P. JENNY. Le 

commerce et la politique commerciale d’aprés-guerre : A. VOSKRESENSEI. 

Projet d’union metallurgique pour V Europe occidentale: E. Lt&orarp. 

L’Islam et la citoyennete frangaise en Algerie: G. H. Bousquet. 


L’ Egypte Contemporaine. 
DrEcEMBER 1943. Les causes et les buts de cette guerre : P. KANELLOPOULOS. 
Ré sur certains de nos problémes économiques et sociaux : I. Li v1. 
L’tnfluence de la guerre sur le droit pénal futur: D. BourKsER. Vue 
d’ensemble de la Loi Uniforme en matiére de Lettres de Change et Billets a 
ordre (en arabe): Hamep Faumy Bry. Pour une politique permanente 
du blé en Egypte : Manmoup SALEH EL Fataxki Bey. 
JANUARY—-FEBRUARY 1944. Agriculture et Industrie: M. Messiqva. 
Recherches sur les lois réglant un équilibre dynamique entre Vagriculture et 
Vindustrie: R. Batrtno. Observations sur la note de M. R. Battino: 
A. AtLouBA. Agriculture versus Industry : Cu. Issawt. The Australian 
Experience: AspEL Hamip Nazmy. L’agriculture en Egypte et Vapres- 
guerre: Mowamep Aty Et Guatir. Qu’implique le probléme de la re- 
construction ?: H. Curie. Post-war Problems : Sanny Lackany Bey. 
Le pouvoir réglementaire d’urgence en droit public égyptien : M. Mousxk- 
HELI. L’inviolabilité parlementaire (en arabe); Sayep Sasri and 
Manmoup Erp. Post-war Planning of Currency and Monetary Market 
in Egypt : Maumoup Sates Ex Faaxi Bey. 


Moneda y Crédito (Madrid). 
JuNE 1944. La politica de dinero barato: A. MontGoMERY. Cartas de 
mercaderes: R. CARANDE. La organizacién monetaria internacional en 
la postguerra: L. Ouartaca. La Espana imperial de Carlos V y su 
economia: J. A. Rusio. Banca de depdsito y Banca industrial: J. 
TEJERO. 
Revista de Estudios Politicos (Madrid). 

Marcu-—Aprit 1944. El concepto falangista del Estado: R. F. Cussta. 
Cardcter originario de Castilla: R. MENENDEZ Pipa. La intervencién 
extranjera en los comienzos del régimen liberal espatiol : F. SUAREZ. 

May-June 1944. Relaciones del hombre y la tierra: A. R. Gimeno. 

Algunas reflexiones sobre la sdtira politica bajo el reinado de los uiltimos 

Austrias: L. Rosates. Introduccién al doctrinarismo: L. D. DEL 

CORRAL, 
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El Trimestre Econémico (Mexico). 


JULY-SEPTEMBER 1944. Observaciones sobre los planes monetarios inter- 
es: R. PreBiscH. Algunos aspectos de la politica monetaria del 
Banco de México: R.M.Ostos. El comercio de América en la guerra : 
J. MArquez. Noticia sobre la industrializacién de México: G. RoBLEs. 
Los principios de la economia soviética : O. LANGE. 


Revista de Ciéncias Econémicas (Brazil). 


DECEMBER 1943. Emprégo de Capitais Estrangeiros no Pais: F. H. 
Junior. O Aperfeigoamento dos Estudos Econémicos e a Profissao de 
Economista no Primeiro Congresso Brasileiro de Economia: J. DA Costa 
Bovucuinuas. As Bélsas e a Inversdo de Capitais em Valores Mobili- 
drios: F. H. JUntor. O Protecionismo e a Industria Nacional: A. DE 
AZEVEDO BARRETO. 

JANUARY 1944. A Imigragéo no Brasil de Apds-Guerra : A. DE AZEVEDO. 
O Ensino Superior de Administragdo de Finangas e seu Sentido Pro- 
fissional : J. pa Costa Boucuinuas. As Finangas Prblicas no Primeiro 
Congresso Brasileiro de Economia: M. O. DE CARVALHO. 

FEBRUARY 1944. Contribuigaio Americana a Agricultura Mundial: H. M. 
Risperro. Populagdo e Capital: C. E. McGurre. Os Principios Basicos 
da Denominada Economia Crista: J.B. Cascaupi1. As Fungies Econé- 
micas do Seguro Social: R. A. METALL. 


Iktisat Fakiiltesi Mecmuasi (Istanbul University). 
Jury 1943. Die Bodenfrage in der Tiirket: M.C. Sarc. Le droit suces- 
soral paysan: F. H. Saymen. La question paysanne en Yougoslavie : 
F. Gazi. Agrarverfassung und Agrarreformen in Europa: G. KESSLER. 


Mirovoe Khoziaistvo i Mirovaia Politika (World Economy and World 
Politics), (Moscow). 


Nos. 1-2, Jan.-Fes. 1944. This double-number of a journal devoted to 
international economic and political questions is published by the Institute 
of World Economics and World Politics of the Academy of Sciences of 
U.S.S.R. under the editorship of E.S. Varga. It contains a 16-page article 
on the Keynes and White currency plans by Academician I. Trachtenberg. 
The author examines and compares the two plans in some detail, and links 
the former with earlier theories about money expounded in the T'ract on 
Monetary Reform and A Treatise on Money (quoting from a Russian edition 
of the former and the English edition of the latter). He considers both 
what he terms the “‘ nominalist theory of money ” underlying the one 
plan and the quantity-of-metallic-money theory underlying the other as 
inadequate, and criticises impartially some of the details of both plans. 
While “ the authors of the English plan lay stress only on the newest 
tendencies in the development of capitalist economy,” and hence 
suggest measures which are in some respects impracticable, “‘ the 
authors of the American plan start from the conception of free capitalism, 
ignoring the specific traits of the contemporary stage of capitalism.” 
Some revised compromise between the two is looked for. The article 
concludes that: (1) stabilisation of exchanges cannot be achieved by 
international agreement, although measures of the kind proposed can 
moderate fluctuations: stabilisation depends on the restoration of the 
economic life of the individual countries ; (2) it is only practicable at 
present to speak of “ relaxing the ‘ fetters of gold,’ not of ‘ dethroning 
gold’”’; (3) the newly-created institutions must be so organised as to 
avoid interference with the internal olicies and economic independence 
of individual countries. Other articles in this number deal with “‘ Italy 
against Germany,” “ Finland in the Throes of Crisis,’ ‘‘ Albania 
Struggling for Independence ’’; and there are shorter surveys of world 
gold production and of the world cotton market in war-time. 

Nos. 3-4, Marcu—Aprit 1944. The.second double-number contains an 

article on ‘“‘ The Struggle for Sea Communications in the Second World 
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War,” by Academician L. Ivanov; a well-informed study of ‘‘ War 
and the Level of Production in England,” by L. Eventov; ‘“‘ Industry 
in Fascist Germany ’”’ by V. Karra; ‘ The Presidential Election in 
U.S.A.,” by V. Lan; ‘The Aviation Industry in U.S.A.,’”’ by V. 
Cheprakov; ‘‘ Mexico at War,” by O. Klesmet. There is also a section 
for extracts from the foreign press, and a section for reviews of foreign 
books. 





NEW BOOKS. 


British. 


Annual Market Review, 1943. Bombay: Premchand Roychand & 
Sons, 1944. 94”. Pp. 82. 


[As in the past this volume continues to give much interesting statistical 
material in connection with India, and commentaries thereon. ] 


BarBer (A. V.). A Century of Deposit Banking. London: 
Waterlow & Sons, 1944. 7”. Pp. 16. 6d. 


[A reprint from The Banker’s Magazine of April 1944 relating the main 
events in the history of English deposit banking since the Act of 1844. The 
account is rather slight. Reference is made to ‘‘ credit creation nowadays ’”’ 
arising from ‘‘ the joint action of the State, the Central Bank, the joint stock 
banks and the depositors themselves,’’ to ‘‘ the problems of remote control ’’ in 
banking administration resulting from ‘‘ the extended range of services offered by 
deposit banks ”’ and to ‘‘ the introduction of the ledger machine ”’ as constituting 
‘*the major landmark in the story of deposit banking in the last quarter of the 
century.’’] 


Bascu (A.). The Danube Basin and the German Economic 
Sphere. London: Kegan Paul, 1944. 84”. Pp. xiv + 272. 18s. 
[To be reviewed]. 


BEVERIDGE (Sir WILLIAM). Full Employment in a Free Society. 
London: Allen & Unwin, 1944. 84”. Pp. 429. 12s. 6d. 
[To be reviewed. ] 


Brissy (J. P.). The Case against Pasteurization of Milk. London : 
Staples & Staples Ltd., 1944. 8}”. Pp. 71. Is. 


[This small book is a reply to Professor G. 8. Wilson’s The Pasteurization of 
Milk, which was prepared at the request of the Ministry of Health. The author 
finds Professor Wilson’s contention that compulsory pasteurization is likely to 
reduce tuberculosis quite unconvincing, and oe considers that any gains there 
might be are offset by the losses. Among these losses he puts the extra cost, 
the driving out of the private milkman, and, above all, the impairment of the 
nutritive value of the milk.] 


BisHop (F. P.). The Economics of Advertising. London: 
Robert Hale, 1944. 8}”. Pp. 200. 7s. 6d. 


[A temperate statement of the case for advertising, pleasantly written, and 
well-informed about the relevant economic literature. The main virtue of 
advertising seems to be that it increases the total demand for consumers’ goods, 
and does not merely switch demand from one commodity to another. Thereby 
it contributes towards the maintenance of full employment in a community where 
modern mass production methods have made excess capacity a chronic problem. 
The author also considers that, on the contrary to increasing market imperfections, 
advertising has probably ‘‘ helped to preserve effective competition’ (‘‘ it 
represents one of the methods by which business men, without guidance from 
economists . . . have sought to overcome and turn to advantage the ‘ imper- 
fections of the market’ which were inherent in the economic system’’). But of 
this he provides no evidence. Advertising, he thinks, will also be needed in a 
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planned economy, for the rather specious reason that ‘‘ productive capacity is 
nowadays so vast that to keep it fully employed will, under any system, require 
the constant stimulus to demand which it is the function of advertising to apply 
The difference would be, he suggests, that advertising would then 

‘* beating refractory humanity into the required shape,’’ instead of ‘‘ meeting and 
satisfying the consumer’s lightest wish’’ (as is assumed to happen to-day). 
There is a useful brief survey of the various methods of advertising employed ; 
some estimates of expenditure on advertising in various forms (which reach a 
total approaching £100 million per annum) ; an account of the advertising business 
and an examination of the commodities which contain the largest proportion of 
advertising expenditure. The author looks forward to the results of the inquiry 
into the economic effects of advertising being made by the National Institute of 
Economic and Social Research, to which this book is intended as an independent 
introduction for ‘‘ business men engaged in advertising ’’ who ‘‘ may miss the 
true import of the inquiry unless they are in a position to understand some of the 
new ideas the economists are trying to work out and the nature of the questions to 
which these new ideas have given rise.’’] 


CasumoreE (F. R.). Social Betterment and Full Employment. 
Manchester: Wright & Sons, 1944. 84’. Pp. 45. 

[A reprint of a paper read to a local group of the Institute of Industrial 
Administration dealing with the problem of expansionist policies directed to full 
employment, and including a section on their international aspect. Many of the 
proposals follow fairly closely those of the Nuffield College Committee on Employ- 
ment Policy and Organization of Industry. ] 


CLapHAM (Sir Joun). The Bank of England: a history. Vol. I. 
1694-1797. Vol. II. 1797-1914. London: Cambridge University 
Press, 1944. 93”. Pp. ix + 305 and vii + 460. 42s. 

[To be reviewed.] 


Coz (G. D.H.). The British Working-Class Movement. London : 
Fabian Publications Ltd., and Victor Gollancz Ltd., 1944. 83”. Pp. 
24. 64d. 


[An outline Study Guide, with attached book-lists and list of discussion- 
questions foreach section. Trade Unions, Cooperatives, Socialist parties, working- 
class education and youth movements are dealt with. There is a final section on 
the historical background from Robert Owen to the present day.] 


Cote (G. D. H.). Money: its present and future. London: 
Cassel, 1944. 84”. Pp. 328. 15s. 
[To be reviewed. ] 


Dickinson (H. W.) and Vowzzs (H. P.). James Watt and the 
Industrial Revolution. London: Longmans Green, 1944. 7’. Pp. 
59. Is. 


[This is a pleasant little essay on the place of James Watt in the Industrial 
Revolution. Popular in style, it starts with a description of the inventions which 
preceded Watt (e.g., Papin and Savery) and an outline of the chief inventions of 
the Industrial Revolution and their importance. His early days and his relations 
with Boulton are described, and his connection with the Soho works. The booklet 
is illustrated by pictures of some of Watt’s machines and his workshop and of 
some earlier inventions. } 


“Equal Pay”: what it is and what it means. London: Aims of 
Industry Ltd., 1944. 84”. Pp. 24. 6d. 


[A criticism of the claim for ‘‘ equal pay for equal work ’’ for men and women.] 


An Examination of the Causes of Unemployment and Shortage of 
Purchasing Power. London: Economic Reform Club & Institute, 
1944. 8%". Pp. 1l. 6d. 

[A pamphlet in support of what is called ‘‘The New Economics,’’ which 
seems to consist in an emphasis on chronic shortage of purchasing power as the 
cause of economic ills, and the suggestion that ‘‘ our monetary system shall be 
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administered by an impartial body and placed upon a scientific basis under which 
the supply of money is equated with the supply of goods and services and so 
regulated that the progressive increase in goods and services, which the nation 
is capable of sustaining, shall be available to the public.’’ This case is lucidly 
and temperately argued. ] 


Government and Industry. London: Fabian Publications Ltd. 
and Victor Gollancz Ltd., 1944. 84”. Pp. 17. 6d. 


[A plea that the present government control of industry should in some form 
be continued into the peace-time world. ‘‘ Such supervision will enable public 
policy to make itself felt in the fields of new mvestment, location of factories, 
research and development, amalgamations and the development of large units, 
labour management and labour policy generally other than wage negotiations, 
export policy and so forth. The fact is that private firms in great industries can 
no longer be left to decide these matters for themselves, and that a mechanism 
has been set up during the war for constant consultation on them between the 
Government and industry. It is neither possible for the Government in future 
to disinterest itself in these questions, nor desirable that the contacts and methods 
of consultation established should be suddenly broken.’’ For the carrying out 
of this policy the authors suggest the setting up of a reinforced Board of Trade 
or ae of Industry, a central Buying Ministry and a series of Development 
Boards.] 


A Guide to the Health Plan. London: Fabian Publications Ltd., 
1944. 6}”. Pp. 20. 6d. 

[A short discussion of the various points of the Government’s White Paper on 
National Health. There are certain parts of the plan to which the authors take 
exception, but they “‘ like the principles.’’ ‘‘ The plan isa minimum. At many 
major points it needs improvement. These improvements depend on construc- 
tive thinking and hard work amongst those who generally support the scheme. 
The Labour Movement has the power to carry this great measure, strengthened, 
to the Statute Book.’’] 


Harpy (A. C.). World Shipping. Revised edition. Harmonds- 


worth : Penguin Books, 1944. 4”. Pp. 208. 9d. 


[This is a revised edition of World Shipping originally published in 1941. 
The chief alterations are the substitution of a chapter entitled ‘“‘ Merchant Navy 
Power ”’ for the original one on the evolution of sea trade; and a re-casting of the 
final chapter which discusses the effect of the airplane on world shipping. Other 
chapters deal with Cargoes and Routes, Trade Flow, Principal Ship Canals, 
Riverways, Portsand Harbours, Coal, Oil, Types of Merchant Ships and Refrigerator 
Ships. The book is generously illustrated.] 


Healthy Industry. London: Automatic Telephone & Electric 
Co., 1944. 10”. Pp. 52. 2s. 

[A detailed description of a system (by record cards, etc.) for recording the 
facts about absenteeism and the reasons for absences as an aid to an Industrial 
Health Service. The recording of absence merely under two headings, such as 
‘*voluntary’’ and ‘‘involuntary’’, is considered quite insufficient. ] 


Hicks (J. R. and Ursuna K.) and Lzsrr (C. E. V.). The Prob- 
lem of Valuation for Rating. Occasional Paper of the National 
Institute of Economic and Social Research. Cambridge University 
Press, 1944. 9}”. Pp. 90. 7s. 6d. 

[To be reviewed. ] 


Hoge (Quintin) and Others. The Law and Employers’ Liability. 
London: Stevens & Sons, 1944. 9}”. Pp. 23. 2s. 


[A report compiled in conjunction with six Conservative M.P.’s making certain 
recommendations as alternatives to those of the Beveridge Report. The basic 
rates payable under this so-called ‘‘ Double Decker Scheme ’’ should be National 
Health rates paid out of the National Health scheme in force. In addition to 
subsistence rates recovered from the State, the employer should be liable to pay 
compensation to an injured employee as at present to an amount sufficient to 
raise the worker’s total receipts to two-thirds of his earnings before the accident. 
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In the case of death, the employer should pay an allowance to the widow in 
addition to payments to dependents under the Social Security Scheme; and the 
principle of Compulsory Insurance should be extended to all employers, the State 
underwriting insolvency. It is claimed that this has the advantage of continuing 
the incentive to an employer to keep his premises safe, while also giving the worker 
a right to benefits in advance of the subsistence rates. ] 


Horace Prunxett Founpation (Ed.). Year Book of Agricul- 
tural Co-operation, 1943-44. Manchester: Co-operative Wholesale 
Society Ltd., 1944. 84”. Pp. 298. 15s. 

[To be reviewed.] 


Hovston (H.). Financial Policy in Wars and Slumps. London : 
King & Staples, 1944. 8}”. Pp. 143. 10s. 6d. 


[A short but useful account of the financial measures after the Napoleonic 
Wars and of financial policy during the last war is followed by an examination of 
the post-last-war boom and its collapse, which is treated at greater length. The 
slump of the 1920’s is dismissed as ‘‘ a salutary transitional process,”’ ‘‘ its most 
important single cause ’’ being ‘‘ a distortion in the price-income structure pro- 
duced during the period of war and post-war inflation.’’ As for the Great De- 
pression of 1929 to 1933, its ‘‘ most important cause ’’ was ‘‘ concealed monetary 
inflation prior to 1928 ’’—a fact which he regrets “‘ is still only partly recognised 
in England.’’ The author seems to be scarcely even aware that there are other 
interpretations of these phenomena which have some weight of authoritative 
opinion behind them. Later chapters on the recovery of the late °30’s in this 
country and in America and on financial and economic policy during the present 
war give an interesting and lucid summary of the main events, even if they do not 
go very deep. As regards the future, Mr. Houston accepts the continuance of 
private enterprise as axiomatic (despite a reference to the ‘‘ dilatory process of 
trial and error ’’ by which things have to be integrated in peace-time, by contrast 
with war-time ‘‘ common aim and direction *); but he doubts whether the ‘‘self- 
coordinating forces of enterprise’’ are capable of ‘‘reconstructing a workable 
economic system out of the disordered components which remain ”’ after a war. 
Hence controls should remain for a period. In the post-war period he is more 
concerned with the danger of inflation than with the failure of investment and 
consumption to maintain a level adequate to full employment. In fact he says 
remarkably little about the latter (on } sd 140 there is a paragraph about it). He 
regards the argument that more spending would help towards re-employment in 
peace-time occupations of resources released from war-production as ‘‘ specious,”’ 

and he would even favour some deflation immediately after the war. He thinks 
that the country will be much poorer after the war. While ‘‘ we have seen the 
last of monetary policies which aim at the manipulation of prices for any purpose,”’ 
he believes that “‘the whole question of achieving stability reduces itself to the 
central problem of maintaining a proper balance in the rewards to the various 
factors of production ’’ and that accordingly it is ‘‘ towards the maintenance of 
stable profit margins that monetary policy should be directed.’’ The question 
as to how this stability of profit margins could be achieved is not discussed. As 
regards the Money Market, ‘‘ the restoration of much of its foreign work’’ is 
‘* indispensable to the country,’’ and ‘‘ accordingly a suitable proportion of the 
total available resources of short-term capital could be allocated out of current 
savings for its use.’’ But much of the war-time technique of direct approach 
between the Bank and the joint stock banks should be retained ; ; since this has 
shown that ‘‘ day-to-day adjustments in the monetary su ply ’’ can be effected 
without the need for the Money Market to operate “‘ as the buffer between the 
Government, the Bank of England and the joint stock banks.”’ 


Intyricus. Greece and Albania. London: “Free Albania ” 
Committee in U.S.A., 1944. 7°. Pp. 24. 
[A pamphlet directed against ‘‘ the voice of Greek reaction,’’ and against the 
of Messieurs Tsouderos and Michalopoulos’ for the annexation to Greece of 
Soutien Albania. ‘‘ The frontier approach shirks the most essential and urgent 
issue: raising the standard of living of the great peasant masses.’’] 


Kworr (K. E.). British Colonial Theories, 1570-1850. Toronto : 
University Press, 1944. 9”. Pp. xix + 429. $4.00. 
[To be reviewed. ] 
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Labour and the Post-war Settlement. London: Parliamentary 
Peace Aims Group, 1944. 84”. Pp. 16. 6d. 


[A pamphlet written to ‘‘ combat the whole spirit which animated ”’ the report 
published by the National Executive of the Labour Party on the Post-war Settle- 
ment. The authors deplore the suggested weakening of the industrial power of 
Germany and the founding of future world peace on co-operative armed force. 
** It is the first duty of all Socialists to strive to bring into reality what the Inter- 
national spirit of brotherhood dictates, and world economy demands. Long live 
the Internationale! ’’] 


Levy (H.). National Health Insurance. Cambridge: University 
Press, 1944, 8}”. Pp. 366. 18s. 
[To be reviewed.] 


LirenTHaL (D. E.). T.V.A.: Tennessee Valley Authority. Demo- 
cracy on the March. Harmondsworth: Penguin Books, 1944. 7”. 
Pp. 208. 9d. 


[This account of a famous experiment written by the chairman of the Ten- 
nesee Valley Authority is an attractive addition to the series of Penguin Specials. 
Vigorously written in popular style it gives a very readable, general account of 
the scheme which has transformed an area about the size of England and Wales 
by regulating the river’s flow so as to —— flooding, by harnessing its waters 
to power-schemes, supplying light and power to the region, and has made the. 
river @ main highway for freight transport, changing sleepy cotton towns into 
busy river ports. A measure of its importance is that at a critical phase of the 
war more than half the aluminium for American aircraft was produced by power 
from this valley. The policy of fixing prices for electricity so low as to raise a 
storm from private power companies has apparently revealed that the demand for 
electricity is fairly elastic. From all causes combined ‘‘the percentage increase 
in use of electricity in some of the communities is spectacular : in some instances 
200 to 300%, in others even greater.’’ The policy of T.V.A. is summed up as being 
**to accept an obligation to harmonize the private interest in earning a return 
from resources with the dominant public interest in their unified and efficient 
development.’’ There are some good photographs, and in an Appendix there is 
a useful list of reading references for technicians. ] 


Ly z (P.). Regression Analysis of Production Costs and Factory 
Operations. Edinburgh: Oliver & Boyd, 1944. 9”. Pp. x + 208. 
15s. 

[To be reviewed. ] 


McFapyzan (SmR ANDREW). The History of Rubber Regulation, 
1934-1943. London: Allen & Unwin for the International Rubber 
Regulation Committee, 1944. 9”. Pp. 239. 10s. 6d. 

[Reviewed in this issue.] 


MackInTosH (J.). The Nation’s Health. Target for Tomorrow 
Series, No. 5. London: Pilot Press, 1944. 93”. Pp. 64. 4s. 6d. 

[Professor Mackintosh traces the growth of interest in public health from the 
early beginnings, when it was mere fear of great epidemics, to the present day, 
when we have come to realise that mere absence of disease is not sufficient, and 
that to have a healthy nation we must recognise the interdependence of health, 
environment and feeding, and social conditions generally. This makes it of 
supreme interest to every citizen in the country, and this book is designed to 
awake and guide that interest. The sides of the question dealt with include 
doctors and health insurance, hospitals, consultant and nursing services, maternity 
and child welfare and the problems of administration. ] 


Marr (L. P.). Welfare in the British Colonies. London: Royal 
Institute of International Affairs, 1944. 84”. Pp.115. 5s. 

[After a brief picture of the background to the work—Africa, Malaya, Hong 
Kong, Ceylon, Fiji and the Western Pacific Islands and the West Indies—the 
author describes what is being done for the people in the British Colonies in the 
way of education, health services and social welfare services. There is also a 
chapter on general labour questions and the developments in the different colonies. ] 
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Matnortra (D. K.). History and Problems of Indian Currency, 
1835-1943. Lahore: Minerva Book Shop, 1944. 8”. Pp. viii + 
273. Rs. 8. 


(This is the second edition of a book which first appeared in 1939, and has 
been revised to include an account of some war-time developments in the sphere 
of Indian currency : there is a chapter of some 80 pages on ‘‘ Currency during the 
Second World War.’’ The author is Lecturer in Economics in the University of 
Lahore; and the book is lucidly written and well-informed. The first hundred 
pages are historical, starting with the Act of 1835 which established the silver 
rupee as standard coin, but they are largely concerned with events since the 
Hilton Young Commission of 1925-26 on: especially with the discussion which 
took place in India around its proposals. «During the twenty years that fell 
between the two wars,’’ says the author, ‘‘ the ratio question dominated Indian 
monetary thought almost continuously.’’ Some details are given about the 
activities of the new Reserve Bank of India, and the chief arguments of the 
parties to the ratio controversy are summarised. The chapter on the present 
world war is much fuller than the preceding ones which tend to be scrappy and 
disjointed. There is some detailed information about the movement of price- 
and production-indices, note-issues, etc. Food price indices exhibit an increase of 
prices of more than 100 % between September 1939 and January 1944 (in Calcutta 
of 160%), but ‘‘ the various components of the general price level have not shown 
any uniformity of movement.’’ The author is critical of government policy with 
regard to war-time inflation, and declares that ‘‘ price-control has been a dismal 
failure in India: it was weak, vacillating and half-hearted and its failure was 
inherent in its very character.’’ While he frankly recognises many of the special 
difficulties involved in price-control in this country, he is of the opinion that ‘‘ an 
effective system of price control is not impossible of achievement in India.”’ 
There is also some discussion of the accumulation of sterling balances as a result 
of the system under which the dollar proceeds of India’s exports are taken over 
by the London Exchange Control, and it is suggested that India should have the 
disposal of these dollar proceeds to afford her greater freedom of purchase in 
foreign markets. The concluding chapter deals with the future, and is devoted 
to an analysis of the international currency plans. ] 


Mance (Briac.-Gen. Str OsBoRNE) and WHEELER (J. E.). Inter- 
national River and Canal Transport. London: Oxford University 
Press (Royal Institute of International Affairs), 1944. 84”. Pp. 
viii + 115. 10s. 6d. 

[To be reviewed.] 


Mass Observation Report on Juvenile Drinking. Sheffield : 
Livesey-Clegg Youth Club, 44 Union Street, 1944. 7”. Pp. 39. Is. 


[An interesting study of juvenile drinking undertaken by Mass-Observation 
for the Livesey-Clegg Youth Club in Sheffield. Their findings are that by the 
age of 14 somewhere around half to three-quarters of the children of the working 
and artisan classes have tasted alcohol, but not in any quantity; by the age of 
18 most of the children have tasted alcoholic liquor and many have come to 
like it; even at the age of 16 many have ete going to pubs without their 
parents. The general tendency seems to be for the younger generation, particularly 
the girls, to have increased their pub going since the war, to a much greater extent 
than have the members of the older generation. It is found that on the whole 
there has been little instruction in the schools on the effects of aleohol; in certain 
cases the children have received temperance lectures, but seldom have the facts 
been presented to them and left to speak for themselves. ] 


Mennz (B.). Armistice and Germany’s Food Supply, 1918-1919. 
A study of conditional surrender. London: Hutchinson, 1944. 7”. 


Pp. 96. 1s. 

[A Fight for Freedom publication, with ‘‘ A Study of Conditional Surrender ”’ 
as sub-title, directed ‘‘ against a Legend founded upon a Lie.’’ It declares that 
the accepted story about civilian starvation in Germany after the Armistice is 
based on falsehood, and that in so far as the food situation affected the health of 
the German people ‘‘ the responsibility rests squarely on the shoulders of those 
military and large-scale capitalist interests who were responsible for the political 
manceuvres of resistance on Germany’s part.’’] 
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Ministers’ Powers : a twenty-five-year review. London: Progress 
Trust, 1944. 8”. Pp. 28. 

[A critical review of the growth of the powers of Ministers of the Crown and 
of delegated legislation over the past 25 years. ] 


Morean (L. A.). The Dutch State Coal Mines. What govern- 
ment administration has achieved. London: Fabian Publications 
Ltd. and Victor Gollancz Ltd., 1944. 84”. Pp. 21. Ils. 


[A competent and informative account of the State Mines in Holland, which 
date from the sinking of the Wilhelmina Mine in 1906; leading to the conclusion 
that this example of government administration has ‘‘ done something for Social- 
ists to get excited about,’’ and that ‘‘ the British coal-mining industry could 
learn from and profit by a study of their methods and achievements.’’ These 
State mines have existed alongside privately owned mines, in 1937 raising some 
59% of the coal output of the country; and it is claimed that they ‘‘can compete 
commercially with private enterprise in the home market, engage successfully in 
foreign trade at a time when competition has been extremely acute, and make 
stable profits,’’ while pursuing a highly ‘‘ conservative ’’ policy towards amortisa- 
tion of capital, maintaining good labour and safety conditions and a high standard 
of housing in colliery settlements, and displaying marked initiative in the develop- 
ment of ancillary industries. ] 


NvFFIELD CottEGE. The Teaching Profession Today and To- 
morrow. London: Oxford University Press, 1944. 7”. Pp. 46. 
1s. 


[This statement was prepared by the Education Sub-Committee of Nuffield 
College, and was just about to go to press at the time of the publication of the 
report of the McNair Committee, and so was drawn up independently and without 
knowledge of the findings of that Committee. The chief questions dealt with are 
the recruitment and preparation of teachers to meet the emergency which will 
confront us at the raising of the school-leaving age; the qualifications of teachers ; 
and the conditions of work. As regards the first, the Committee’s estimate of the 
additional number of teachers required to carry out the proposals of the Education 
Billis 127,400. To meet this emergency they make various suggestions, including 
the recruitment of many who have received only elementary education, if they 
are well qualified to be teachers in other ways; by the continued employment of 
married women; and by the employment of young people from 18 to 21, under 
supervision, for a period not exceeding two years. As regards the qualifications 
of teachers, the Committee, happily, lays great stress on the personalities of the 
teachers and on their aptitude for imparting knowledge, and less on paper quali- 
fications. They also believe that ‘‘ practical apprenticeship should precede the 
theoretic study of education and that training in teaching should take place 
mainly in the schools.”” They propose “‘ a year’s teaching under supervision to be 
followed by a probationary two years of teaching for graduates and non-graduates 

ike as a necessary preliminary to securing full qualifications.’”’ The chief point 
they plead for to improve the conditions of work of teachers is smaller classes. 
They also recommend more free periods in some schools, more frequent staff 
meetings, a sabbatical term at the end of seven years, opportunities for exchange, 
easier egress from the profession, and an immediate revision of the Burnham scale. 
The pamphlet is interestingly and clearly written, and shows a real appreciation of 
both the opportunities and the difficulties of the teaching profession. ‘ All our 
proposals are concerned with making the teacher’s life as full and vivid as it 
should be, and of tempting into and retaining in the profession men and women 
who see it as exciting and adventurous, full of variety and responsibility; with 
constant prospects of fresh work for themselves and better conditions and finer 
education for the children, adolescents, and adults whom they serve.’’] 


Oxrorp INsTITUTE oF Statistics. The Economics of Full Em- 


ployment. Oxford: Blackwell, 1944. 8}”. Pp. vi+ 213. 12s. 6d. 
[To be reviewed. ] 


PatsH (SmR GrorGE). World Restoration. London: Allen & 
Unwin, 1944. 7”. Pp. 39. 2s. 


[A pamphlet published for The Statist which discusses the steps that, in the 
author’s view, will need to be taken to meet the dangerous situation which will 
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confront the world at the close of the war. Sir George Paish considers that 
‘*there are good grounds not only for hoping but for expecting that whatever 
action is necessary to extricate the nations from their grave difficulties will be 
taken, and that in spite of the difficulties a new and great period of world peace 
and world prosperity will be introduced.’’] 


P.E.P. Pampsiets. London: Europa Publications Ltd., 1944. 

[This is a new series of pamphlets based on the broadsheetsof P.E.P. No. 1, 
Medical Care for Citizens is a critical <<? of the Government’s White Paper 
on *‘ A National Health Service.’’ No. 2, Demobilisation and Employment surveys 
the problem of demobilisation in the light of reset Fanta se on the 
matter. The pamphlet is divided into two parts—‘‘ Military Demobilisation ” 
and ‘Industrial Employment.’’ No. 3, Employment for All puts forward a 
policy for oe the minimum of unemployment after the war. Among the 
remedies suggested are a permanent rédistribution of income and the enlargement 
of the sphere of public investment. The answer given to No. 4, Are Refugees an 
Asset? is that the contribution refugees have made during the war to the national 
effort and the contribution they would be able to make in -time to the 
national life, make it desirable for our own sakes as well as for theirs that refugees 
should be allowed to remain in this country after the war, if they should so desire. 
It is estimated that the number of those who would wish to remain would only 
be in the nature of 40,000.] 


Pinto (P. J. J.). System of Financial Administration in India. 
Bombay : New Book Company, 1943. 8”. Pp. xi+ 435. Rs. 15. 
[To be reviewed.] 


Plan Electricity for Wales. London: Welsh Nationalist Party. 
1944. 8”. Pp. 12s. 6d. 

[A plea by the London branch of the Welsh Nationalist Party for electrification 
of Wales, on the model of T.V.A. and Sweden, as a basis of industrial development 
which will combine diversity with dispersion of industry.] 


Poot (PHOEBE) and STEPHENSON (Ftora). A Plan for Town and 
Country. Target for Tomorrow Series, No.2. London: Pilot Press, 
1944. 10". Pp. 60. 4s. 6d. 

[The authors begin by pointing out how we have, through rapid and unplanned 
development of our towns, ruined many parts of one of the most beautiful coun- 
tries in the world. They then trace the growth of the idea of central planning 
through various government measures up to the Barlow, Scott and Uthwatt 
Committees. After a short survey of certain aspects of town and coun 
planning in America, Sweden, Germany and the U.S.S8.R., the book ends wit 
what the authors consider a practical target for us. As always with the books in 
this series, the volume is admirably produced and is full of excellent illustrations. ] 


QureEsHi (A. I.). Post-war Construction. Hyderabad-Deccan : 
India Book House, 1944. 7”. Pp. 32. 8 annas. 

[A pamphlet on post-war economic reconstruction in India, urging the need 
for the existing committees set up by the Government of India to “* prepare a 
comprehensive plan for the reconstruction of post-war India.’’] 


QuresHi (A. I.). The Present Food Situation. Hyderabad- 
Deccan: India Book House, 1944. 73”. Pp. 56. 12 annas. 


[A discussion of the various aspects of the food situation in India, sober in 
tone and informed, with recommendations for maximum prices for necessities, 
to be fixed by the Government; Government trading in foodstuffs and if neces- 
sary powers of requisitioning; and rationing if, but only if, these measures fail.] 


Recommendations for Uniform Cost-estimating and Cost-finding 
for the Drop Forging Industry. Birmingham: Association of Drop 
Forgers and Stampers, 1944. 9”. Pp. 67 and appendices. Privately 
circulated. 


[A technical guide to cost accounting in this industry, which has not been 
issued for public sale, but has been supplied to certain professional institutes and 
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is available in certain libraries. Among the aims of a uniform costing system 
are said to be: more ‘‘ informed competition within the industry ’’ and ‘‘ greater 
stability in selling prices.’’] 


Report on the Economic Survey of Nine Villages in Galle District. 
Colombo : Ceylon Government Press, 1944. 94”. Pp. 44. 90 cents. 


[This is the fourth of a series of reports designed to collect ‘‘ a comprehensive 
and coordinated range of data on rural economic conditions in every district of 
the island ’’ of Ceyton: data ‘‘ most urgently required as a basis for schemes of 
rural reconstruction.’’ ‘‘ Roughly 1% of villages are selected in each district by 
the method of random sampling,’’ and Family Cards are filled up by investigators 
for each household and a Village Questionnaire used to obtain general information 
about the village. The Report gives an account of the geographical and economic 
conditions of the district, and fairly full information from the 9 villages surveyed 
about population, size of families, occupations, crops, landownership (more than 
half the families are landless), income (family income showed a ratio of about 
1 : 2-5 between the poorest and richest village), health and sanitation, education 
(45% adult literacy), labour conditions (40% of the earning population are 
labourers, of whom ‘‘ very few are labourers by choice ’’) family expenditure and 
debt (families in debt were three times as numerous as those free from debt, though 
most of these debts were less than one year’s income). } 


Report on a National Maternity Service. London: Royal College 
of Obstetricians and Gynecologists, 1944. 84”. Pp. 43. 1s. 6d. 

[Although the maternal and infantile mortality rates have been steadily 
falling for a number of years now, the improvement is not considered as great as it 
should be, nor commensurate with the great strides made in medical science. 
The findings of the Report are that economic and social conditions have a much 
greater effect on the life and health of the child than on that of the mother. The 
safety of the mother largely depends on obstetric personnel; though her health is 
often impaircd by overwork and insufficient rest and help. The authors of this 
Report would like to see the country “ divided into maternity areas of a size 
capable of giving a complete service and suggest areas yielding about 15,000 
births a year as of suitable size for the purpose. We propose further that there 
should be large health regions based wherever possible on a university medical 
school, the maternity areas mentioned above becoming constituent areas of the 
large regions.’ ] 


Ricu (E. E.). The Publications of the Hudson’s Bay Record 
Society. The Letters of John McLoughlin from Fort Vancouver to the 
Governor and Committee. Second series, 1839-44. London: The 
Champlain Society for the Hudson’s Bay Record Society, 1943. 94”. 
Pp. xlix + 427 + xi. 

[To be reviewed. ] 


A Scientific Policy for British Agriculture. London: Parliamen- 
tary and Scientific Committee, 1944. 84”. Pp. 16s. 9d. 

[The Report of a group of members of both Houses of Parliament together with 
certain scientists and technicians concerned with the development of agriculture 
and of agricultural research in relation to the nutritional needs of the population. 
Price- 6 eee perl to farms, better drainage and power supplies, improvement in 
agricultural and veterinary education and research, * ‘ balanced mixed rotational 
farming as the prime basis of our agriculture ’’ are among its recommendations. } 


Suieras (G. Frvpuay). Federal Finance in Peace and War. With 
special reference to the United States of America and the British 
Commonwealth. London: Macmillan, 1944. 84”. Pp. xi + 377. 
21s. 

[To be reviewed.] 

Situation of the Coal Industry. London: Progress Trust, 1944. 
84”. Pp. 20. 


[A brief survey of recent events in the coal industry, critical of the miners and 
concerned about the future export position.] 
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Stark (W.). The History of Economics in its Relation to Social 
Development. London: Kegan Paul, Trench, Trubner, 1944. 9”. 
Pp. viii + 80. 7s. 6d. 

[To be reviewed. ] 


Srettinius (E. R.). Lend-Lease. Harmondsworth: Penguin 
Books, 1944. 7”. Pp. 288. 9d. 


[An important account of the war-time lend-lease system by its chief architect. 
Its 270 pages of text include much useful information about the history of lend- 
lease, about the supplies and supply-routes to Britain, the Middle East and Africa, 
to U.S.S.R., India and China. The author gives an account of his visit to Britain 
in July 1942, when he made searching inquiries about our scrap position before 
sanctioning the orders for metal imports under lease-lend. There are 14 pages of 
photographs and a number of pictorial charts.] 


SupuHir Sen. Land and its Problems. Calcutta: Visva-Bharati 
Economic Research, 1944. 10”. Pp. xii + 165. 


[An interesting and well-written contribution to Indian village studies. The 
subject of the study is a district in Bengal, mainly engaged in rice cultivation, 
where produce-rent on a kind of métayage system prevails (a half or, two-thirds 
of the produce going to the owner), sub-infeudation is extensive, considerable 
concentration of land-ownership marches with nearly 40% of the population in a 
landless condition, cultivation is extremely primitive, soil is poorly manured and 
deficient in nitrogen, and income abysmally low. The author concludes that 
comparisons with Chinese and Japanese agriculture (‘‘ in the course of half a 
century the yield of paddy in Japan has increased two and a half times ’’) indicate 
that this poverty ‘‘ is not enjoined by nature,”’ and that the possibilities exist for 
‘* a far better standard of living ’’ if these possibilities ‘‘ are exploited with deter- 
mination along scientific lines.’’] 


Tory ReEForM ComMITRgEE. Forward—by the right. London: 
Tory Reform Committee, 1944. 7”. 


[This is a series of bulletins published by the Tory Reform Committee. No. 2 is 
Employment Policy; No. 3 Telling the World; No. 4 Government Policy for the 
Rebuilding of Urban Areas; No. 5 What Shall We Use for Money?; No. 6 Air 
Transport Policy, and No. 7 The Control of Land Use.] 


UnerwittTer (C.) (Ed.). Translated by L. A. Ferney and G. 
Haim. Science and Salvage. London: Crosby Lockwood, 1944. 
84”. Pp. 183. 12s. 6d. 


[Dr. Frankland Armstrong who contributes an Introduction says that ‘‘ this 
book is offered for the study of those who seek realities in the post-war world,’’ as 
‘*a record of the achievements of our enemy, who knew himself to be poor,” 
whereas we ‘“‘ listen to social reformers who promise a Utopia of ease and in- 
dolence.’’ The book gives in very general and summary form an account of the 
main expedients adopted in Germany to make industrial use of waste-products, 
to extract minerai salts from sea-water and ammonia from nitrogen in the air, 
to utilise marine flora, low-grade ores, and to organise reclamation of scrap and 
the treatment of sewage, municipal refuse and coal ash. Undoubtedly the record 
of German industry in these directions is impressive. The account is summary 
and leaves many questions unanswered, and not all of it is unfamiliar; but as a 
brief survey of an important subject it should be of interest alike to scientists, 
industrialists and economists. Perhaps it may fall rather between two stools: 
too much technical matter for the lay reader, and insufficient detail to satisfy the 
technically equipped reader. There is very little reference to cost throughout the 
report (though we are told that refuse-sorting plants are not economically self- 
supporting, owing to heavy capital cost). The final summary states that ‘‘the 
history of chemistry demonstrates that the utilisation of worthless materials has 
always been a paying proposition for private enterprise,’’ but does not explain 
why this utilisation remains in most countries so undeveloped as it is.] 


Wuusnire (N. A. D.). Rent, Rates and Housing. London: 


Estates Gazette Ltd., 1944. 8}. Pp. xii+ 112. 1ls. 6d. 


[A study of the existing problems of rent, rates and housing by the Clerk to the 
South Middlesex Assessment Committee. It is clear that the present housing 
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situation is chaotic and that some kind of straightening out process must take 
in fairness both to landlords and tenants. The situation has arisen partly 
ade when the Government took action to deal with the housing shortage during 
and after the last war, it was under the impression that it was dealing with a 
temporary emergency; the temporary emergency has, however, grown into an 
almost permanent condition and a major operation has become that " Beetle in wo 
of palliatives. The present position, as Mr. Willshire sees it, is that ‘ 
have a large number of actual rentals. Many of these are restricted to ns ‘ord 
rent plus 40 per cent.; some are the result of sporadic decontrol and others are 
searcity rentals in respect of the newer houses. Secondly, there are a large 
number of owner-occupiers; many paying off pomat, vod 4 by monthly instalments. 
Thirdly, there are the assessments for rating purpo m ‘ the reasonable 
expectation of rent’. Fourthly, it is clear that the mass ose he people have a 
limited income and that their main concern is with the gross outgoings in rent 
plus - rates or repayments plus rates. Fifthly, there is the point that ‘ ability to 
pay’ rates depends upon the level of rent, the amount of taxation, the level of 
wages and the cost of living.’”’ His suggestion is that rental control should be 
based upon the existing valuation for rates system; and he outlines a method 
whereby he would hope to obtain “‘a fair adjustment of the rental — 


and on the same time secure “an equitable apportionment of the burden of 
rates.” 

Youne (M.). Civil Aviation. London: Pilot Press, 1944. 94". 
Pp. 63. 4s. 6d. 


[This is No. 7 in the extremely attractive and efficiently produced Target for 
Tomorrow Series, edited by Mr. Charles Madge. Aeroplane enthusiasts of all ages 
will relish the photographs in this book, which show types of planes ranging from 
the Wright biplane of 1903 to the Mosquito and the Fortress. The text, after 
summarising the effects of war on the development of aviation, discusses the 
possibilities of civil aviation in the future. Mr. Young believes that in the past 
“* aviation has been poisoned by nationalism.’’ ‘‘ If aviation is to be freed in the 
future . . . sound policy will call for a complete break with the past and for a 
new and international attitude to this great new, international industry.”’ The 
case for the continuation of government enterprise, and of British Overseas Air- 
ways Corporation, is persuasively argued; there is an interesting sketch of the 
chief airways of the future; and it is urged that there should be an international 
Board for Air Navigation, concerned with standards, and a World Airways to 
operate international trunk lines. ] 


Zweia (F.). Poland between two Wars. A critical study of 
social and economic changes. London: Secker & Warburg, 1944. 
84". Pp. 176. 10s. 6d. 

[To be reviewed. ] 


American. 


Berarp (C. A.). American Government and Politics. New York : 
Macmillan Company, 1944. 8”. Pp. viii + 872. $4.00. 
[To be reviewed.] 


Brapy (R. A.). Business as a System of Power. New York: 
Columbia University Press (Oxford University Press), 1943, 9”. Pp. 
xx + 340. 20s. 

[To be reviewed. ] 


Brown (B. J.). The Tariff Reform Movement in Great Britain, 
1881-1895. New York: Columbia University Press (Oxford Uni- 
versity Press), 1943. 9”. Pp.x +170. 16s. 6d. 

[To be reviewed.] 


Browne. (F. H.). “ Hard Money.” New York: American 
Smelting and Refining Company, 1944. 9”. Pp. 35. 

[An American business man’s plea for international bimetallism. ‘‘ The whole 
experience of history has demonstrated the superiority of ‘ hard money ’ over any 
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form of inconvertible paper money. Gold alone is physically insufficient, but 
can be adequately supplemented by silver.’’] 


ELBoGEN (I.). Translated by M. Hadas. A Century of Jewish 
Life. Philadelphia: Jewish Publication Society of America, 1944. 
84". Pp. xliii + 814. $3.00. 

[To be reviewed.] 


Grrnens (T. 8.) and Woop (C. E.). The Food Resources of Africa. 
Philadelphia : University of Pennsylvania Press (Oxford University 
Press), 1943. 84”. Pp. 105. 9s. 6d. 


[This is No. 3 in a series of African Handbooks published by the University 
of Pennsylvania Press. Mr. Githens is apparently the author of the chapters on 
Tropical Africa, and Mr. Wood of the chapter on French North Africa to which he 
contributes an Introduction on North Africa in general. The study is not very 
extensive, but provides a useful summary of economic-geographical information 
in a concise form. A good deal of it has the form of extensive notes and tables 
of figures about the main crops in each area. There are some convenient maps, 
and a 6-page bibliography.] 


HowEnstTInE(E.J.). The Economics of Demobilization. Washing- 
ton: American Council on Public Affairs, 1944. 84”. Pp. 336. 
[To be reviewed. ] 


Lester (R. A.). International Aspects of Wartime Monetary 
Experience. Princeton University: International Finance Section, 
Department of Economics and Social Institutions, 1944, 9”. Pp. 22. 


An essay written under the auspices of the section of international finance of 
the Department of Economics and Social Institutions at Princeton. There is 
some useful summary information about the Japanese currency methods in 
China, which were designed to ‘‘ depreciate and displace the Chinese national 
currency,’’ and also about the currency methods employed by the Allies in North 
Africa. There are also sections on ‘‘ Gold Sales to Check Inflation’’ and on 
‘* Wartime Exchange-Rate Policies.’’ It is instructive, if distressing, to learn that, 
as a result of the overvaluation of Allied currencies in terms of local currency and 
of the high level of spending by American soldiers, ‘‘ in cities such as Casablanca 
and Palermo the price paid for hair-cuts rose 5 to 10 times ’’ after Allied occupa- 
tion. The conclusion is drawn that ‘‘ experience during this war seems to indicate 
that, for the occupying power, the disadvantages of price inflation in the occupied 
country far outweigh any probable gains from purposeful exploitation through 
exchange-rate policy.’’ The war has also ‘‘ demonstrated again how unreliable 
are ‘ backing,’ balancing of the budget, or avoidance of debt, as a means of 
insurance against price inflation.”’ 


Lone (C. D.). The Labor Force in Wartime America. New York : 
National Bureau of Economic Research, 1944. 9”. Pp.73. 50 cents. 


[A noteworthy short study of the available data concerning the labour force 
in America, and a comparison with the position in Britain and in Germany and 
between the first and second world wars. In contrast to estimates of the N.I.C.B., 
the writer calculates that the civilian labour force between 1914 and 1918 declined 
by nearly 10%, compared with a net loss of 10-13% in Britain and 18-20% in 
Germany. The extent to which men were replaced by women was relatively 
small, at any ratein U.S.A. By contrast, in the present war he estimates that in 
U.S.A. there has been an increase in the labour force. But despite a sharp rise in 
what he calls the ‘‘labour force propensity,’’ which ‘‘ for males and females 
combined has risen more after 23 months of war than the British after almost 3 
years,’ only 60% of the American population between 14 and 65 are in the 
labour force or the services as against 70% of the British population of like age in 
1942. Heis, however, sceptical of the possibility of increasing the labour force in the 
U.S. much further; and as regards bringing married women into employment he 
thinks British experience disappointing. He concludes that ‘‘ the possibilities of 
net additions to the normal labour force in wartime has been exaggerated,”’ and 
that ‘‘ judging from the past stability of the labour force propensity, most of the 
war additions to the labour force seem likely to go out with the war’s end, leaving 
the labour force larger only by reason of the growth in population.’’] 


Nos. 215—-16.—voL. LIv. HH 
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MiTcHELL (W. C.) and Others. Economic Research and the Needs 
of the Times. Also the twenty-fourth annual report of the National 
Bureau of Economic Research, Inc. New York: National Bureau of 
Economic Research, 1944. 84”. Pp. 66. 


[This is the 24th Annual Report of the National Bureau of Economic Research. 
The first part consists of a survey of past research and of the needs of the future, 
interspersed with some remarks about the place of research in the development of 
economics, by Wesley Mitchell, its Director of Research. The second part con- 
sists of brief reports by those in charge of different departments of work about 
the research projects which they have in hand. These include such well-known 
names as Kuznets, Morris Copeland, Solomon Fabricant, F. C. Mills, A. F. Burns 
and Oskar Morgenstern. ] 


Natuan (O.). The Nazi Economic System. Germany’s Mobiliza- 
tion for War. Durham, N. Carolina: Duke University Press, 1944. 
9”. Pp. viii + 378. $4.00. 

[To be reviewed. ] 


National Planning Association. Planning Pamphlets. Washing- 
ton, D.C.: National Planning Association, 1944. 74”. 25 cents. 


[Joint Statement on Social Security by Agriculture, Business and Labor (No. 33) 
is a joint statement of three committees of the National Planning Association, 
outlining suggestions for a system of unemployment and sickness insurance, and 
old age pensions, with estimates of the expenditure involved. ‘‘ The conclusion 
we draw is not that the nation cannot afford an adequate social security system, 
but that the nation cannot afford high unemployment.’’ Clothing and Shelter for 
European Relief (No. 34) is a factual report about the probable needs of the 
countries of Europe for relief, based on ‘‘ information obtained from persons 
recently returned from Europe, from official sources and from studies of the pre- 
war economies.’’ It ‘‘ estimates the probable resources of post-war Europe and 
describes the task of restoring Europe’s own productive capacity,’’ with special 
reference to the requirements in clothing and fuel which the United States ‘‘can 
and should send to Europe in its first year of peace.’’ ‘‘ At relatively little cost, 
the United Nations can help a dying continent to regain life. For the expenditure 
of a tiny fraction of the effort now going into destruction, a mighty task of re- 
newal can be begun.’’ Fiscal and Monetary Policy by Beardsley Rum] and 
H. Chr. Sonne (No. 35) isa memorandum on Fiscal and Monetary Policy in post-war 
America. The Budget should balance ‘‘ at some agreed level of high employment 
and high production, and should provide for the amortization of the national debt 
when employment and production exceed these levels, but not before,’’ federal 
income taxes on corporations should be abolished and a progressive income tax 
relied on as the chief source of revenue. Continuation of some of the wartime 
monetary controls, and the formation of ‘‘long-term finance corporations under 
private ownership and management and under public regulation ’’ as a means of 
stimulating investment are among other proposals that are listed.] 


Normano (J. F.). Asia between two World Wars. New York: 
Iranian Institute and School of Asiatic Studies, 1944. 9”. Pp. xi + 
89. $2.00. 

[To be reviewed. ] 


O’Connor (M. J. L.). Origins of Academic Economics in the 
United States. New York: Columbia University Press (Oxford 
University Press), 1944. 9”. Pp. x + 367. 28s. 

{This is a learned and comprehensive, but rather dull, review of American 
economists and economics teaching in America since the clerical colleges of 
north-eastern United States in the early 1820’s instituted courses that were 
specifically devoted to political economy, usually on the basis of the study of a 
single textbook. These studies were regarded as applying to business life ‘‘ the 
universal principles developed in moral philosophy.’’ There were also even earlier 
than this rival textbooks and courses sponsored by the Jeffersonians of the 
south, who favoured the radical teachings of the Frenchman Destutt de Tracy 
who denounced banking monopolies and the abuses of paper money; by the 
mid-Atlantic protectionists centring in Mathew Carey; and by the disciples of a 
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certain Thomas Cooper in the south who seems to have been anti-Jefferson, anti- 
northern-capitalism and anti-clerical all combined. Little except of antiquarian 
interest emerges from this early period; though the author does his best to show 
the connection between academic tendencies and the social currents of the time. 
European works, such as those of Smith, Say and McCulloch, were widely used 
in the north-eastern universities (Malthus, Mill and Ricardo being apparently 
much less popular); but there were qualifications to the popularity of these works 
when it came to their criticisms of slavery and their failure to emphasise the virtues 
of “free banking.’’ (It is difficult to know what the author means when he refers 
to English authors’ ‘‘ praise of home trade over foreign trade.’’) There is a long 
chapter on what are called ‘‘ Clerical Primers ’’ which were in use in schools and 
universities in the middle of the 19th century. Few of these seem to be more 
than curiosities. When, later in the century, there was a change from what 
the author calls the older ‘‘ moral political economy into the more appropriately 
scientific subject of economics,’’ the inspiration at first came from the German 
historical school. Later the influence of the Austrian School was important, 
and also (though the author does not mention it) of Marshall.) 


Postwar Taxes. A realistic approach to the problem of federal 
taxation. St. Paul, Minnesota: Twin Cities Research Bureau, 1944. 
11”. Pp. 27. 

[A financial plan designed to ‘‘ stimulate and encourage high levels of pro- 
duction and consumption,’’ ‘‘ within the framework of traditional American 
economy.’ A uated income tax is favoured, taking ‘‘ as much revenue as 
possible from the middle and upper incomes without destroying the incentives 
necessary to produce a vigorous revival of the free enterprise system ’’; profit 
taxes to be abolished; a retail sales tax of 5% to be imposed with no exemptions, 
etc.] 

Readings in Business Cycle Theory. Philadelphia: Blakiston 
Company, 1944. 84”. Pp. xvi + 494. $3.75. 

[To be reviewed. ] 


Riwer (F.). The Scholar and the Future of the Research Library. 
New York: Hadham Press, 1944. 9”. Pp. xiii + 236. 
[To be reviewed.] 


Usuer (A. P.). The Early History of Deposit Banking in Medi- 
terranean Europe. Cambridge, Mass.: Harvard University Press 
(Oxford University Press), 1943. 84”. Pp. xx + 649. 28s. 

[To be reviewed. ] 


WicxkizerR (V. D.). Tea under International Regulation. Stan- 
ford University: Food Research Institute, 1944. 9”. Pp. 198. 
$2.50. 

[To be reviewed. } 


Wu.iams (J. H.). Postwar Monetary Plans and Other Essays. 
New York: A. A. Knopf, 1944. 7”. Pp. xxxii + 297 + viii. 
$2.50. 

[To be reviewed. ] 


ZANDT (J. P. van). America Faces the Air Age. Vol. I. The 
Geography of World Air Transport. Washington, D.C.: Brookings 
Institution, 1944. 9”. Pp. 67. $1.00. 

[To be reviewed. ] 


“é 


South American. 


Norreca (J. §.). Influencia de los Hidrocarburos en la Indus- 
trializacién de México. Mexico: Banco de Mexico, 1944. 9}”. Pp. 
277. 


{In this, the third study in the series of Industrial Monographs published by 
the Bank of Mexico, Sefior Noriega, an engineer, discusses the immense advantages 
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that her oil wells can bring to Mexico. So far, he points out, these wells have not 
brought much prosperity to Mexico as they have been privately owned and the 
oil has been exported and sold to those who are best able to pay for it—Great 
Britain and the United States. Now, however, that the Mexican Government is 
in complete control of the oil wells much can be done for the industrialization of 
the country and for an improvement in the living conditions of her population. 
Sefior Noriega suggests the immediate construction of a pipeline to carry natural 
gas from Poza Rica to Mexico; and the commencement of a project, which might 
take from five to twenty years to fulfil, to carry petroleum by means of pipelines 
from the oil fields in the east to central and northern Mexico and to the Pacific 
coast.] 


El Regimen Monetario Organico de la Republica del Paraguay. 
Asuncién del Paraguay : Editorial Guarania, 1943. 9”. Pp. 43. 


[A study of the law which establishes a new monetary system in Paraguay. 
There is a chapter on the actual monetary system and the monetary reform by 
Robert Triffen of the Board of Governors of the Federal Reserve System; and 
another on the monetary problem of the country and the reform by Carlos 
Pedretti, President of the Bank of the Republic of Paraguay.] 


Reina (J. G.). Mineria y Requeza Minera de México. Mexico: 
Banco de Mexico, 1944. 93”. Pp. 211. 

[This is No. 2 of the Industrial Monographs published by the Bank of Mexico 
and is a study of Mining and the Mining Wealth of Mexico by a mining engineer. 
The book is illustrated with maps and there is a great deal of interesting statistical 
information. ] 


Swiss. 


NIEDERHAUSER (ELISABETH). Die Standortstheorie Alfred Webers. 
Weinfelden : Neuenschwander’sche Verlagsbuchhandlung, A.G., 1944. 
9”. Pp. 208. S.Fr. 14.50. 


[This is a discussion of Weber’s theory of industrial location as put forward in 
his ‘‘ Uber den Standort der Industrien’’ and ‘‘ Industrielle Standortslehre.’’ The 
first part of the book discusses the criticisms of various reviewers, the second 
contains a — appraisal of Weber’s theory. The discussion is somewhat 
abstract and the author does not seem to have taken any account of the work 
that has recently been done on the subject in England and America. ] 


Official. 


BrIrTIsH. 


Canada’s Wartime Measures for Economic Stability to Keep Down 
the Cost of Living. Ottawa: King’s Printer, 1944. 103”. Pp. 23. 


[A well-produced piece of government propaganda, with attractive charts, 
stressing the aims and successes of Canada’s stabilisation policy, and contrasting 
the movements in the cost of living in this war and in the last. A model for the 
pamphlet-designer and the pamphlet-writer.] 


Development and Welfare in the West Indies. Bulletin No. 9. 
The National Income of Barbados, 1942, by F. BenHam. Bridgetown. 
Barbados: Advocate Co. Ltd., 1944. 93”. Pp. 24. 10 cents. 


[This is the third of Dr. Benham’s valuable estimates of national income for 
West Indian colonies. Earlier estimates were for Jamaica and St. Vincent. 
This time Dr. Benham concludes that his estimate of £5-6 million, equivalent to 
about £27 per head of the population, ‘‘ is correct within the remarkably narrow 
margin of 1 percent.’’ The total is reached by the production method of measure- 
ment, but an independent, rough estimate is made of the total incomes earned 
in the colony which falls short of the production total by 11%. Dr. Benham 
rounds off his picture with an estimate of the way the national income is spent 
on the basis of his own production estimates and import statistics. ] 
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Helping the People to Help Themselves. London: H.M. Stationery 
Office for the United Nations Information Organisation, 1944. 7”. 
Pp. 24. 4d. 

[A description of the UNRRA agreement and the work it is doing and hopes 
todo. Inthe words of Dean Acheson ‘* UNRRA could not reconstruct the world, 
neither could it be limited to a mere ‘ soup kitchen’ charity ’’; its scope lies 
somewhere between these two extremes. ] 


National Register United Kingdom and Isle of Man. Statistics of 
Population on 29th September, 1939. Report and Tables. London : 
H.M. Stationery Office, 1944. 13”. Pp. xxxii + 164. 6s. 


Social Insurance. Including Industrial Injury Insurance. Lon- 
don: H.M. Stationery Office, 1944. 84”. Pp. 31. 3d. 

[A well produced pamphlet for popular distribution, giving the essentials of 
the government’s social insurance plan; set out largely in tabular and diagram- 
matic form, with a plentiful and effective use of pictorial statistics. ] 


Social Insurance. Part I. Pp. 63. 6d. Part II. Workmen’s 
Compensation. Pp.31. 3d. London: H.M. Stationery Office, 1944. 
94". 

[To be reviewed. ] 


AMERICAN. 

British Wartime Price Administration, 1939-1943. By J. S. 
Earley, L. Margaret Hall and Marjorie 8. Berger. Washington : 
Office of Price Administration, 1944. 10}”. Pp. 118. 

[This is a mimeographed revision of an earlier study by Herbert Stein and 
James Earley entitled British Wartime Price Administration and Price Movements. 
The old material is brought up-to-date and much new material is added.] 


League of Nations. 


Food Rationing and Supply, 1943-44. London: League of Nations, 
1944. 9”. Pp. 101. 4s. 6d. 


[A valuable survey of the rations and diets of the populations of the leading 
countries in war-time. ‘‘ In North America, the United Kingdom, Sweden and 
Switzerland, and probably also as a rule in Germany, rations are honoured in full, 
but this is not the case in occupied areas.’’ Animal foods are unobtainable over 
large areas. Sometimes ‘‘ wages have increased less than food prices, with the 
result that the poor cannot afford to buy the full official rations,’’ while the ubi- 
quitous black market enables the well-to-do to enjoy more than their rations 
(‘in many countries a considerable portion of the national food supply would 
appear to reach the consumer rremearl 4 this channel’’). In the unoccupied areas 
of U.S.S.R. ‘‘ the calorie intake per caput is about 1800 a day—higher for workers 
and lower for children and dependents,”’ which is ‘‘ not significantly lower than 
in Germany,’’ although the German rations ‘‘ contain a much higher proportion 
of animal foods and fats.’’ But in the occupied areas both of U.S.S.R. and other 
parts of Europe in the autumn of 1943 the position was considerably worse than 
this. In Poland in 1943 workers’ diets were between 50 and 60%, and in Greece 
probably only 40% of normal requirements in 1941 and not much more than 30% 
since then. The good harvest of 1943 caused a rise in the official rations in several 
countries, especially in Germany, Belgium, Poland and Scandinavia. Consump- 
tion in Britain and in European neutrals (with the exception of Spain) is sub- 
stantially above that of the rest of the continent, and is estimated as being ‘‘at 
or above the standard of 3000 calories per consumption unit a day.’’ Informa- 
tion is also given about the civilian death-rate and infantile mortality. ] 


INTERNATIONAL LABouR OFFICE. 

British Joint Production Machinery. Montreal: International 
Labour Office (London: King and Staples), 1944. 9”. Pp. v+ 
273. 5s. 


[This is a most valuable addition to the list of I.L.O. Studies. Its subject is, 
not production machinery in general, but that part of it which admits of participa- 
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tion by workers’ representatives in the determination of industrial policy. As 
such, it is an extension of the 1943 report on Joint Production Committees in Great 
Britain, enlarged in scope and enriched with greater detail about the functioning 
of the machinery. The first 50 pages deal with the machinery of consultation at 
the national level. During the first year of the war consultation between 
employers and workers and government was mainly at this level. Early in the 
war a National Joint Advisory Council was set up to advise the Minister of 
Labour and National Service, and after the appointment of Mr. Bevin as Minister 
of Labour there was instituted the Production Council from which in turn there 
sprouted the area production boards; but at this stage ‘‘ the boards were not 
given sufficient authority or information to make them really effective adminis- 
trative instruments.’’ In 1941 the Production Council was replaced by the 
Production Executive, to which the Central Production Advisory Committee, 
representing national employers’ organisations and the Trades Union Congress, 
was attached; the functions and membership of the regional boards were ex- 
tended ; and a start was made in the development of joint production machinery 
at the factory level. Among the most interesting functions developed by the 
regional machinery since 1941 has been the establishment of capacity clearing 
centres. They have also assisted in the re-allocation of factory space, labour or 
facilities where there has been inefficiency; and they have undertaken surveys 
of congested areas to ascertain how far firms or orders could be removed else- 
where. Two-thirds of the book, including the extensive appendices, deal with the 
joint production committees at the factory level, the movement for which 
‘* received its first impetus from the entry of the U.S.S.R. into the war’’ and 
‘*the wide publicity given to the part being played by the workers throughout 
the U.S.S.R.’’ The fact that the initiative for their formation should have so 
largely come from the workers’ rank and file (a large part in encouraging their 
extension was played by the ‘‘ unofficial ’’ conference called by the Engineering 
and Allied Trades Shop Stewards’ National Council in October 1941) is one of 
the most striking features of the labour history of the present war; and the new 
sense of responsibility for production among the workers of which this initiative 
was an expression represents a new and important factor in industry. At first 
many employers were sceptical of the utility of these committees, if not actually 
hostile. But the government, while leaving the institution of them voluntary, 
has given active encouragement to them, and the Engineering Employers’ 
Federation has signed an agreement with the A.E.U. under which their formation 
among federated firms is encouraged. These committees do not generally deal 
with wage-questions (which in engineering are usually the province of the shop 
stewards’ committee), and they are geared in with the local trade union machinery 
by the provision that nominees for election to the workers’ side of the J.P.C.’s have 
to secure the sanction of the appropriate trade union committee in the locality. 
A large part of the interest of this Rapest consists in the considerable wealth of 
information it provides about the detailed working of these bodies; their pro- 
cedure, their size, their use of sub-committees, the vexed question of the repre- 
sentation on them of the unions representing the technical staff, the procedure of 
elections, the agenda and type of discussion, and the results achieved. The 
results of a survey by the Ministry of Aircraft Production of the types of subject 
discussed ‘‘ indicated that in the discussion of technical problems most of the 
items referred to constructive suggestions for improvement by the workers and 
that unconstructive complaints were relatively few. Nearly half of the items 
discussed resulted in action of some kind.’’ The Report underlines (as did also 
the A.E.U. Reports on Production) ‘“‘the danger of a production committee 
spending all its time on absenteeism cases’’ and the fact that ‘‘in most ‘ effective 
committees’ it is exceptional for absentee cases to be discussed in a full or 
regular meeting of a production committee.’’ The appendices include a Model 
Constitution for a J.P.C., selected items from their agenda, extracts from minutes, 
and an excellent pocket-size ‘‘ Quiz’’ produced by the T.U.C. to assist trade 
union members of J.P.C.’s.] 


Fiver (H.). The T.V.A. Lessons for International Application. 
Montreal: International Labour Office (London: King & Staples), 
1944. 9”. Pp. vii + 289. 6s. 

[To be reviewed. ] 
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